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PATENT POLICIES OF DEPARTMENTS AND AGENCIES 
OF THE FEDERAL GOVERNMENT 


TUESDAY, DECEMBER 8, 1959 


U.S. SENATE, 
SupcomMirren oN Monopory. 
OF THE SeLect ComMITTEE ON SmALi Business, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10:05 a.m., in room 457, 
Old Senate Office Building, Senator Russell B. Long presiding. 

Present: Senator Long (presiding). 

Also present: Walter B. Stults, staff director; Benjamin Gordon, 
economist ; T. Peter Ansberry, counsel; Hamilton Richardson, legisla- 
tive assistant to Senator Long: Catherine L. Guyon, legislative assist- 
ant to Senator Scott; and Robert L. Wright, chief counsel, Subcom- 
mittee on Patents, Trademarks, and Copyrights, of the Senate 
Judiciary Committee. 

Senator Lone. The hearing will come to order. 

Today, tomorrow, and Wednesday the Monopoly Subcommittee of 
the Senate Small Business Committee is conducting hearings as part 
of its study of (1) the patent policies of the departments and agencies 
of the Federal Government, and (2) the closely related problem of 
Government policies with respect to the acquisition and dissemination 
of technical information. 

There is no one Government patent policy. Various Federal agen- 
cies and departments have sharply varying policies with regard to 
taking title to patentable inventions made under research and develop- 
ment contracts with private organizations. These policies range from 
automatically giving the patent and all commercial rights to the 
research firm to the other extreme of taking title to all inventions 
which result from the contract. One primary purpose of our inquiry 
is to determine if there are valid reasons for these divergent policies. 

The importance of Federal policy in this connection can be appre- 
ciated by examining the magnitude of the Federal contribution for 
basic and applied scientific research and development. 

Before the Second World War, between $300 and $400 million a year 
was spent on scientific research in the United States, and the Govern- 
ment contributed about one-fifth of this total. 

During World War IT, research expenditures increased to $800 mil- 
lion a year with the Government supplying about $600 million of this 
total. In the last few years Government expenditures for this pur- 
pose have made our World War IT effort seem piddling by comparison. 
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PATENT POLICIES OF THE FEDERAL GOVERNMENT—1959 


In fiscal year 1958 federally sponsored research and development 
contracts totaled approximately $5,900 million. In fiscal year 1959 
estimates are that this figure will exceed $7,900 million, almost $8 bil- 
lion, and for the fiscal year 1960 we will spend approximately $8,150 
million on research and development. ‘This does not include the sev- 
eral hundred million dollars of private research expenditures. 

The magnitude of this effort makes it apparent that the distribution 
and Federal policies in the handling of the resulting inventions of 
these contracts have a significant effect upon the organization of the 
American economy. 

These hearings will look into three major problems. 

First, there is the problem of increasing economic concentration 
brought about by the granting of patent rights to individual firms for 
discoveries which result from Government-financed research and de- 
velopment contracts. 

The report of the Attorney General, dated November 8, 1956, in- 
sisted that present Federal policy, combined with the disproportionate 
share of Government research and development contracts going to the 
largest firms, is strengthening the trend to monopoly and undermining 
the relative position of small business. The report of the Attorney 
General, three years later—November 9, 1959—repeats the same 
warning.’ 

The advance technological experience of these firms will necessarily have 
profound effect on their ability to produce the products of the future for civilian 
markets, and, more importantly, on the ability of smaller firms to compete with 
them in those markets. 

Second, there is the problem of assuring that newly acquired tech- 
nological information developed at Government expense and not of a 
classified nature is diffused throughout our society. The American 
people foot the bill. Do they receive commensurate benefits from this 
work ? 

To be equal to the challenge of our times, all our scientific skills 
must be fully utilized. The rate of our economic growth, in large 
measure, depends upon the speed with which new technological devel- 
opments enable us to produce more goods and services, both for peace- 
time consumption and to ward off possible armed conflict. 

The third problem is whether the U.S. Government is getting all 
that it pays for from its research and development dollar. Is the 
Government giving away more than it should in the granting of its 
research and development contracts? Is it possible to recover pert, or 
perhaps all, of our expenditures on research and development ! 

In view of the magnitude of the sums involved it is appropriate 
that Congress carefully examine this whole field. 

I have a letter here ‘from Senator Joseph C. O’Mahoney, in answer 
to my inquiry, inasmuch as his Legislative Subcommittee ‘of the Com- 
mittee on the Judiciary has been conducting investigations in this 
matter, and I will insert that in the record at ‘this point. 


1 Report of the Attorney General, pursuant to sec. 7T08(e) of the Defense Production Act 
of 1950, as amended, procurement for defense, Nov. 9, 1959. 








PATENT POLICIES OF THE FEDERAL GOVERNMENT—1959 3 


(The document referred to follows :) 


Exursit I 


UnItep STATES SENATE, 
CoMMITTEE ON THE JUDICIARY, 
SUBCOMMITTEE ON PATENTS, TRADE-MARKS, AND COPYRIGHTS, 
December 4, 1959. 
Hon. RUSSELL B. LONG, 
Chairman, Subcommittee on Monopoly, 
Senate Small Business Committee, Washington, D.O. 


DEAR SENATOR LONG: I appreciate very much your invitation of November 27 
to express my views as to the present patent policies of Government agencies, 
and recommendations for the improvement of those policies, and I am delighted 
to know that your committee is going to gather material in this field. From 
the hearings which we have already held and the reports which we have made, 
I think it is clear that definite action should be taken by the Congress with re- 
spect to the method by which Government agencies should act, and, inasmuch 
as your subcommittee hearings are to begin on December 9, I should like to have 
Mr. Robert L. Wright, the chief counsel of our staff, and such others as he may 
select, attend the hearings. I am personnally not available for attendance at 
the subcommittee meeting during this month. 

As you know, the Patents Subcommittee of the Senate Judiciary Committee 
has, for some time, been engaged in an investigation of this matter, and has 
issued six preliminary reports with respect to the patent practices of Govern- 
ment agencies, which you may wish to incorporate in your record. These re- 
ports deal, respectively, with the patent practices of the Tennessee Valley Au- 
thority, National Science Foundation, Veterans’ Administration, General Serv- 
ices Administration, Government Patents Board, and the Post Office Department. 
They cover less than half of the agencies which are under study by the sub- 
committee, but the information assembled to date shows a strong need for con- 
gressional action to correct the haphazard methods by which Government patent 
policy is how made. 

While our studies have not been primarily concerned with the impact that 
these divergent Government patent policies have had on small business, it is 
apparent to me that small business may have been hurt. For example, where 
title to patents resulting from a Government-financed contract is retained by 
the contractor, the effect of the Government research may be to strengthen the 
power of a corporation which already has a very large patent portfolio to re- 
strict the competition of smaller competitiors with a relatively insignificant 
patent position. 

There are, of course, situations where the contractor should retain title to 
insure proper exploitation of a patent, because the Government ordinarily 
makes no effort to exploit commercially any patent that it may own and does 
not ordinarily give anyone an exclusive license. However, TVA’s experience 
with its fertilizer patents certainly casts doubt on the thesis that private enter- 
prises are not interested in exploiting Government-owned patents on a nonexclu- 
Sive basis. 

I hope that your subcommittee will determine from small businessmen them- 
Selves, whether they feel that the Government, by generally licensing the patents 
it owns to all comers on a royalty-free basis, discourages or encourages the use 
of these patents. I am sure that you will also explore at your hearings the 
question of whether an opportunity to obtain an exclusive license would stim- 
ulate greater interest int he use of Government-owned patents by small business. 

The work of this subcommittee has not yet progressed far enough to justify 
any recommendation by it or by me as to what, if any, specific changes ought to 
be made in existing Government patent policies. We are convinced, however, 
that the extent and nature of the changes to be made should be determined by 
the Congress itself rather than by the individual adminstrators and contracting 
officers of the Government agencies involved. 

With kind regards, 

Sincerely yours, 
JOSEPH C. O’MAHONEY, Chairman. 
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Senator Lona. The first witness today will be Prof. Daniel Ham- 
berg, of the University of Maryland. 
r. Hamperc. Thank you, Mr. Chairman. 


STATEMENT OF DANIEL HAMBERG, UNIVERSITY OF MARYLAND, 
COLLEGE PARK, MD. 


Senator Lone. Dr. Hamberg, I believe you have been informed 
that our procedure will be in accordance with the Legislative Reor- 
ganization Act, wherein you are requested to bring a prepared state- 
ment, which I would like to put in full in the record, and then to 
summarize your statement in your testimony today. 

Mr. Hameperc. The Senate Small Business Committee is to be 
warmly congratulated for its investigation of the patent policies of 
Federal agencies. Especially crying for study is the policy of virtu- 
ally all Federal agencies (with the exception, I believe, of the Atomic 
Energy Commission, the Department of Agriculture, and the Tennes- 
see Valley Authority) of permitting private corporations to secure 
patent rights to inventions developed by the corporations under Fed- 
eral financial sponsorship. This policy possesses all the inherent and 
potential disadvantages of the patent system and none of the latter’s 
alleged advantages. 

Whatever their merits, it is undeniable that patent rights confer 
monopoly powers on the patentee. Patents enable their owners to 
restrict the use of inventions, thereby restricting the contributions to 
the national product that the patented inventions could make, in the 
hope that the resulting higher market prices will make possible (mo- 
nopoly) profits in excess of what could be earned under competitive 
conditions. To deny this feature of the patent system would be 
tantamount to denial of any usefulness of the patent system. 

Tmplicit in this essential characteristic of the patent system is a 
retardation in the rate of diffusion of inventions. Why has society 
erected a legal institution that impedes the diffusion of technological 
knowledge? The answer lies in the belief that the monopoly profits 
made possible (if not guaranteed) by the patent system will act as 
an inducement to further, and even raise the rate of, invention and 
innovation. In a word, the patent system was conceived in the para- 
doxical expectation that by slowing down the rate of diffusion of 
inventions, there will be more inventions to diffuse. om 

What is the argument for the patent system and what is its rele- 
vance to the problem at hand, namely, the granting of patent rights 
to corporations conducting research under the financial sponsorship 
of the Federal Government ? ; 

Basically, the argument for a patent system, as such, is an incentive 
argument. 

he profit expectations connected with the hope for a patent mo- 
nopoly may induce inventors to exert their inventive efforts, or, in 
the modern scheme, induce corporations to maintain expert staffs of 
scientists and engineers and expensive research laboratories; the same 
profit prospects may induce venturesome capitalists, or their modern 
counterparts, the great corporations, to risk their money on uncertain 
and expensive development projects and sg plants, and on the 
equally and uncertainty-laden tasks of building up markets. It may 
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be granted that patent-monopoly profits stem from output restrictions, 
and are thus inherently poner A with underutilization of a recently 
developed piece of technology. But it is argued that this is the price 
we must pay for a system that fosters the development of new tech- 
nologies and thereby ultimately permits a more rapid growth in total 
production than would be possible in its absence. 

Without pausing to examine the validity of this argument, and 
there are many grounds for questioning it, let us scrutinize its applica- 
bility to the case of Government-financed research carried on in the 
private sector of the economy. Perhaps the most notable feature of 
such activity is the total absence of all financial risk on the part of 
firms conducting the research and development. Virtually all R. & D. 
contracts let by Federal agencies and departments are on one sort of 
“cost plus” basis or another. No results are guaranteed, nor can they 
be, of course. But no mater how difficuit or expensive a project turns 
out to be, the costs are covered by the Government. ‘The contract- 
ing firm pays not 1 cent from its own pockets. Not only is it re- 
numerated for the basic invention for which it is responsible, but the 
Government bears all the costs of development work attached to it. 
Furthermore, there is no market to be developed. The market is there, 
waiting eagerly, in the form of the Federal agency or department for 
whom the R. & D. has been performed. In short, the whole thing 
is virtually a riskless venture for the contracting corporation. If 
there is a possible risk, it is that of contract cancellation. But even 
this can hardly be described as a risk, for it remains true that the 
firms have invested none of their own funds, and are always granted 
a return well in excess of costs, to boot. 

What becomes of the “incentive” argument in this case? The 
answer, of course, is that it collapses completely. If there are no risks 
there is no justification for a monopoly profit such as might accrue 
from patent rights. But since the patent rights are clearly not needed 
to serve as an inducement to invent and innovate, while they simul- 
taneously impede the diffusion of technological knowledge uncovered 
at public expense, the granting of patent privileges to the contracting 
firms clearly gives society none of the alleged advantages of the patent 
system while foisting upon us one of its decisive disadvantages. 

It is undeniable that the whole basis of a patent system is the power 
inherent in the monopoly position that the patent grants, that is, the 
power to slow down, retard the rate of diffusion of inventions, so that 
the patent owner may receive a higher profit thereby. 

Consequently, while there might be an argument for accepting this 
cost of a patent system as the price we pay in order to fridacs more 
invention and innovation at private expense, in the case at hand where 
the Government covers all the financial costs, bears all the financial 
risks of invention and innovation, we are clearly receiving no advan- 
tage here, while accepting the decisive disadvantage or one of the 
decisive disadvantages of the patent system, namely, the retardation of 
the diffusion of invention. 

Lest the committee infer that the withdrawal of patent privileges 
from firms performing R. & D. for the Government at the latter’s 
expense will remove all competitive advantage accruing to such firms, 
let me hasten to caution against any such inference. There are in- 


herent advantages in performing such work that exist quite apart 
from patent privileges. 
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Where there is fortuitously direct and immediate commercial appli- 
cations, or where the contracting firms will take contracts, as they 
often do, only when the R. & D. is relevant to technical and, hence, 
commercial problems already confronting the firm, the result is in 
either case that although the firm may provide the Government with a 
sought-for “product,” the firm in the process gets its R. & D. costs 
financed by the Government. 

A second important advantage is that the finance that the contract- 
ing firm receives from the Government enables the firm to acquire 
scientific personnel that it ordinarily might be unable to do. 

This is certainly one of the paradoxes, I think, of the present system 
of having the Government finance R. & D. in the private sector, be- 
cause, unquestionably, the contracting firms are thereby enabled w 
bid up the prices, the wages and salaries, of scientific and technical 
personnel, 

In the process they compete away such personnel from the Govern- 
ment sector, from Government research and development laboratories. 
The Government is, thereby, deprived of its own highly qualified per- 
sonnel, and in the end winds up paying more for R. & D. than it other- 
wise would because it now must pay the higher costs involved as a 
result of the bidding away of scientific personnel from the Gov- 
ernment. 

So the Government finds itself not only, I think, spending more on 
R. & D. as a result of this situation, but also finds itself confronted 
with a shortage of scientific personnel that it itself has created. 

Thirdly, we should note that the performing firm, ipso facto, ac- 
quires a considerably body of information relating to the invention, 
information that is unpatentable, but possession of which is often 
indispensable to the proper use of the invention. 

This information is known colloquially as “know-how.” 

In the case of a new product or material, this know-how includes 
the relevant experience accumulated in the early stages of production, 
during which many minor modifications may be made in the design or 
production process. Similarly, invaluable information is often ac- 
cumulated during the trial runs or pilot plant testings of new proc- 
esses. Such information is typically unpublished and remains as con- 
fidential information in the possession of the firm’s operating person- 
nel. The withdrawal of patent rights from performing firms would 
not and could not deprive them of this often priceless know-how. 

In concluding this opening statement, I should like to draw the 
committee’s attention to one other problem created by the present 
pattern of the Government-research expenditures. Whether by de- 
sign, or chance, or more likely, administrative expediency, Govern- 
ment R. & D. contracts have been let primarly to the giant corpora- 
tions, to the virtual exclusion of small- and medium-size firms. As 
we have noted above, either with or, in view of the know-how that au- 
tomatically accrues to the performing firms, even without patent 
rights, this practice automatically confers great competitive advan- 
tages on the giant firms vis-a-vis their smaller competitors, thereby pro- 
moting already extant monopolistic tendencies. The withdrawal of 

atent privileges from the giant firms would only reduce this effect; 
it would fall far short of eliminating it. The enhancement of monop- 
olistic tendencies is an intrmsic characteristic of the present practice 
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of concentrating R. & D. contracts in the hands of the giant corpora- 
tions. ‘The committee would do well to look into ways of getting Fed- 
eral agencies and departments to distribute R. & D. contracts on a 
very much broader basis than is now done—in the interests of foster- 
ing more competition in the economy generally and, more specifically, 
in the new industries arismg under the spur of new discoveries asso- 
ciated with Government-sponsored R. & D. 

I would like to implement that last point with a suggestion for 
spreading R. & D. contracts on a broader basis by substituting a fixed- 
fee contract for the presently widely used cost-plus contracts. 

The reason is that too often the small firm cannot make anything in 
the way of a profit, because it may be able to put to work, let us say, 
only 10 or 15 or 20 men compared with the 500 or so men, let us say, 
that the large corporation can put on it. 

So the cost base is much smaller for the smaller firm than it is for 
the larger firm and, hence, the percentage it gets in the plus part of 
the cost-plus contract, winds up as a very small figure that makes it 
quite impractical for the small firm to undertake these contracts. 

On the other hand, the mere fact that the large firms can often put 
these huge teams of workers on a Government R. & D. contract does 
not necessarily mean that the large firm will necessarily do any 
better. 

Certainly, as one examines the pattern of inventions in the past, 
even when conducted within the research laboratories of the giant 
corporation, one of the outstanding features discernable is that al- 
though there may be many, many people at work, usually there are 
only one or two key personnel involved, very able men, who spark the 
project, if I may put it so crudely, with the rest largely hanging 
around or performing more or less menial tasks. 

I would suggest that in view of this fact that very often the small 
firms can do just as well, by putting four or five men to work, with 
one key operator at the crucial position. 

I think it is also commonly, fairly commonly, known that the large 
firms, in getting these contracts, in putting these large teams to work, 
frequently throw their least able men on Government contracts be- 
cause of the cost-plus nature of the contract, and retain some of their 
best personnel for their own commercial work. 

Thank you, Mr. Chairman. 

Senator Lone. Professor Hamberg, could you just give a little of 
your background in this field. Have you taught patent law or eco- 
nomics in this field ¢ 

Mr. Hamperc. My field is economics, Mr. Chairman, and recently 
I have been concentrating my research in the economics of invention 
and innovation. 

Senator Lone. Do you know, in general, how the British system 
works? 

Mr. Hamper. Well, vaguely. I know that the contracting firm is 
required to pay something like 714 percent of its sales revenues back 
to the Government in the case of products that reach the commercial 
market where the research for them has been conducted under the 
aegis of the British Government’s financial sponsorship, and where 
they do not market such products commercially, but grant licenses, 


there is some higher fee they pay, I believe something like 12 percent, 
13 percent. 
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Senator Lona. I believe the figure is 3314 percent. 

Mr. Hampera. I would like to say, Mr. Chairman 

Senator Lone. My understanding is that if the British firm licenses 
another firm to use its invention developed with Government funds, 
3314 percent of the royalty goes to the Government. 

Mr. Hamerra. I see. 

Senator Lone. I believe that if the company itself markets the 
product, the Government gets 714 percent of the selling price. 

Mr. Hameerc. Right. 

Senator Lone. What do you think of the British system ? 

Mr. Hameere. I think that sweetens a bad system, and nothing 
more. 

One advantage, of course, is that it enables, it provides a vehicle 
whereby the Government can recover some of its outlays on R. & D. 
or perhaps all. But to me, this is a minor consideration in a system 
of granting patent rights to private corporations where they perform 
R. & D. at Government expense. 

The major consideration, it seems to me, is that the patents are in- 
herently a monopoly right, and they enable the firm, as I have said in 
my opening statement, to reduce the rate of diffusion of inventions 
and, therefore, the rate of diffusion of technological knowledge. 

This is inherent. If this were not true, there would not be any 
advantage to the patent system. By reducing the use of the inven- 
tion, they are enabled to increase their prices, and their revenues and, 
therefore, earn a profit in excess of what they could receive under 
competitive conditions. 

But the important thing is that they do reduce the rate of dif- 
fusion of technological knowledge, and, in addition, they receive 
potentially broad monopoly powers, which have significant overtones 
for the efficient operation of the economic system. 

It seems to me this is the thing on which we ought to keep our 
eyes focused, and not a rather minor consideration of recovering some 
of the R. & D. outlays. 

Senator Lone. Your thought, then, is that there is no point in giv- 
ing a firm a monopoly on what they develop on Government contract 
because there is plenty of incentive already in the fact that you are 
paying them to do this research ? 

Mr. Hampere. That is right. 

Senator Lone. In addition, you contend that they also gain by 
doing the research. They gain the know-how which gives them an 
advantage in getting a production contract on which they also make 
a profit ? 

Mr. Hampere. Unquestionably. 

The argument for a patent system is an incentive argument, a risk 
argument. 

Senator Lone. Yes. 

Mr. Hameerc. Where the firms are being paid to undertake R. & D., 
there are no financial risks or, at least, negligible risks, negligible 
financial risks. 

Senator Lone. It has been suggested that in view of the shortage of 
competent research personnel a patent monopoly might be needed 
as a bonus to induce corporations to devote their best scientific brains 
to Government research and development. What is your reaction 
to that suggestion ? 
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Mr. Hamebere. Well, for one thing, I question—and I am not alone 
in this—I question the so-called shortage of scientific personnel. 

As I also said in my opening statement, part of it is undoubtedly 
induced by the very Government contracts, at least so far as the Gov- 
ernment is concerned, it has found itself with a shortage of personnel 
that have been drawn away from it by private firms with the Gov- 
ernment’s own money. 

Senator Lone. Do you think, if the Government retains title to 
the inventions developed on these contracts, that the price of research 
and development would go up, and we would be required to pay more 
for it? 

Mr. Hampere. That is hard tosay. 

Let me answer that question, if I may, in two parts: 

I would say, if they did, this is a cost that we should be prepared 
to pay. 

Every system has a cost. The present system has a cost. It may 
not. show up in the cost of Government outlays on R. & D., but it 
shows up in the cost of the lower rate of diffusion of inventions. This 
is a real cost. 

Secondly, I would say that the possibility that the Government 
should submit to pressures to pay higher costs in the event of with- 
drawal of these patent privileges should be, if it is, a remote one. 

This is not an uncommon contention, and I would like to speak to 
it ata little length, if I may. 

Let us place your question in a broader context. It is frequently 
averred that the withdrawal of the patent privileges might lead 
firms to refuse outright to perform Government R. & D. work, which 
is just an extreme case of a higher cost of Government-performed 
R. & D. 

I think we might look at the AEC, the Atomic Energy Commission, 
experience. 

As I understand it, their outlays constitute about 20 percent of Gov- 
ernment R. & D. outlays, total Government R. & D. outlays. 

They retain patent rights in all cases. 

While I do not have the information at my disposal, we could cer- 
tainly check to see whether the costs of their Government R. & D. 
contracts are higher than the costs, let us say, of the Defense Depart- 
ment’s contracts in view of this different approach. 

Then, it seems to me that a national government that allows itself 
to be bullied, and I use that word very intentionally, allows itself to 
be bullied, into the threat of refusal of R. & D. contracts by private 
firms because they cannot retain patent rights, that national govern- 
ment that allows itself to be so bullied underestimates its own powers. 

Senator Lone. With respect to your discussion about the patent 
rights with respect to atomic energy, we almost had a full-blown 
filibuster in the U. S. Senate, and the question there was the extent 
to which private firms would be permitted to secure patents on atomic 
power. My impression was that atomic power was developed by the 
Government, at least up to a few years ago, on the basis whereby the 
Government did take title to all of the patentable rights in atomic 
power; is that not. correct 

Mr. Hamperc. Yes. 

Senator Lona. If anyone develops a successful atomic motor 
for an automobile or an airplane, on which he had a patent, he would 
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be in a very advantageous position for a long time to come, would he 
not ? 

Mr. Hameperc. That is true. But in some cases no more powerful a 
position than some of the firms now are in as a result of the patent 
rights they get, let us say, from Defense Department contracts. 

It is a question of degree, and probably, in view of the difficulties 
in the development of atomic applications or the application of atomic 
energy, industrial applications, the monopoly position might be more 
powerful, but still it is a matter of degree. 

There are many powerful positions that have been erected on the 
basis of patent rights retained under present practices. 

Let me point out that a Government, confronted with the threat of 
outright refusal to perform R. & D. without these patent rights or 
the threat of being forced to pay much higher costs, has alternatives. 

It could use, for example, the so-called arsenal approach, that. is to 
say, it could conduct R. & D. within the Government sector itself, and 
I would hazard a guess that this would likely be cheaper. 

It is already done, of course, to a considerable extent. The Gov- 
ernment does perform R. & D. within its own laboratories. 

I see no reason, in principle, and I can see many advantages, for 
opposing this practice. First of all, the most decisive advantage is 
that it gets around the whole problem of patent rights itself, and I 
would say, therefore, permits—any Government-performed R. & D. 
permits—inherently a more rapid diffusion of technological know]l- 
edge than would otherwise be the case. 

I would also guess that the so-called arsenal approach—that is the 
direct conduct of research within the Government sector itself—would 
be cheaper. 

If we are looking for ways of making Government expenditures on 
R. & D. lower, one of the most significant ways would be to perform 
such research and development within the Government sector itself, 
within Government laboratories. 

For one thing, there are some firms that are so heavily dependent 
on R. & D. Government contract, for example, in the aircraft indus- 
try, where we have 84 percent of R. & D. which is financed by the Gov- 
ernment; 54 percent of R. & D. in the electrical equipment industry 
is financed by the Government; 52 percent in telecommunications and 
broadcasting industry; 45 percent in the scientific-instrument indus- 
tries. 

Just imagine what would happen if the Government threatened to 
withdraw, while we are bargaining about costs of R. & D., imagine 
what would happen if the Government withdrew all its outlays in such 
industries. 

I daresay in some of them, if their R. & D. programs would not col- 
lapse completely, they would come very close to it. 

The Government has powerful bargaining weapons in many in- 
stances and, furthermore, it would stop this almost silly process of 
financing its own shortages of scientific personnel. 

The private corporation frequently includes in its bid the costs of 
acquiring more personnel, and the personnel frequently come from 
Government laboratories. They bid up their wages and salaries to 
get them away from there, and then the Government pays for this. 
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If the Government performed it within its own sector, within its 
own laboratories, this crudely expensive process would be avoided. 

I daresay there would be a lot of unemployment in these R. & D. 
laboratories in the private corporations were the Government to with- 
draw its contracts, and the Government could then employ this per- 
sonnel at savings to itself, savings, I might add, that offer a more 
fruitful path than the alternative of compelling some kind of a license 
payment to the Government, like the British system, because in this 
case you would have none of the disadvantages of the patent system, 
that is, knowledge developed in Government laboratories becomes im- 
mediately available and in the public domain, whereas in the British 
system that i 1s not. true. 

There is just a license fee that is paid to the Government, but the 
substantia] disadvantages of the patent system continue to hold. 

Here it would not be true, and yet the Government would also be 
saving, I daresay, by having to pay lower costs for R. & D. as a result 
of conceivably lower salary payments in the—- 

Senator Lone. Would it not stand to reason in that event, though, 
Professor Hamberg, that the research and development. personnel 
that the Government would gain from private industry would be the 
least competent in private industry ? 

Would it not be reasonable to assume that private industry would 
seek to hold on to its best. personnel, which are paid higher prices 
than the Government can pay, and turn loose the least competent 
personnel 

Mr. Hameere. I do not think that necessarily follows at all, 
Senator. 

In some of these industries, for one thing, if the Government with- 
drew its contracts there would be such a huge volume of personnel 
released that I am sure that we could count on highly competent per- 
sonnel to be included in that group. 

Secondly, remember, that one reason why—certainly a reason, al- 
though not the only reason—that private corpor ations are enabled to 
pay as high salaries as they do for their personnel is that the Govern- 
ment is financing it. 

Withdraw that Government financing, and you reduce, at least, al- 
though you certainly do not eliminate, some of that ability to pay 
these rather fantastic salaries. 

Senator Lone. In other words, maybe these high salaries are paid 
because the Government has been paying the entire salary, plus a fee 
on top of that. 

Mr. Hamperc. Unquestionably. 

Senator Lone. Yes. 

Mr. Hampere. I might add, if you will allow me, that, in part, these 
high salaries, of course, are engendered not merely by the competing 
away of scientific personnel from the Government: sector, but the 
competing away of scientific personnel from other firms and universi- 
ties within the private sector by the firms performing R. & D, at Gov- 
ernment expense. So that there are all sorts of ramifications by 
which the high salaries for these scientific personnel are partly 
financed by the Government's outlays. 

You see, you not only have a reallocation of scientific resources from 
the Government sector, but you have it within the private sector, from 
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firms not performing R. & D. at Government-contract expense to 
firms doing so. 

Senator Lone. Let me ask you this question: In addition to the 
information that you have provided here with regard to the percentage 
of research and development paid for by the Government in certain 
selected industries, do you have the perc entage in a number of other 
industries? I would like to have such information. 

Mr. Hamperc. | donot have it available. 

Senator Lone. Could you provide it to amplify your statement ? 

Mr. Hampere. Yes; I think so. 

Senator Lone. I would like for you to do that.** 

Perhaps you do know offhand the percentage of Federal money 
that is spent on research and development in the petroleum industry. 
I would be curious to know about that. 

Mr. Hamperc. The petroleum and the chemical industries are two 
of the—there are only about two or three industries, I cannot think 
of the third, there may be a third—but in any event, in the chemical 
and in the petroleum industries you have the exception to the rule. 
These are two industries where the bulk of R. & D. is financed by the 
firms themselves. 

Senator Lone. My impression is that in those particular industries 
about 98 percent of the research and development is financed privately 
by the industries. 

Mr. Hameere. I do not know the exact figures, but the impression 
anyway given by that figure is undoubtedly correct. 

Senator Lone. I would imagine in those particular industries that 
if you were requesting them to forego their patent rights they would 
just prefer to put up that extra 2 per reent themselves and go ahead and 
do the research without any Government contract. 

Mr. Hamperc. That may be, and then I would suggest if the Gov- 
ernment cannot get it in priv ate industry it should do it itself. 

Senator Lone. 1i imagine it probably would. 

What do you think of the argument that is evidenced by this type 
of statement I have seen: “Destroy the ability to establish the pro- 

rietary position in any field, and you will find higher mortality rates 
in all fields.” 

Mr. Hampere. Destroy the proprietary rights 

Senator Lone. The proprietary position in any field, and you will 
find higher mortality rates in all fields. 

What do you think of that statement ? 

Mr. Gorvon. I think the meaning of proprietary position in this 
case is monopoly position. 

What it means, I think, is that if you destroy the ability to acquire 
a monopoly position in any particular field, you will find high mortal- 
ity rates in all fields. 

How does that sound to you? Does that sound reasonable? 

Mr. Hampere. Not at all. 

Frankly, the latter part of the statement sounds like a perfect non 
sequitur, and the entire statement is a denial of the competitive ad- 
vantages of a free-enterprise system. I would contest such a statement 
from start to end bitterly. 





1a See prepared statement. p. 17. See also app. I, v. 397, for statement presented by 
Professor Hamberg to the Joint Economic Committee in connection with the committee’s 
study of employment, growth, and price levels. 
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Let me also emphasize, we should not overlook what I pointed out 
in my opening statement, that there are other very important advan- 
tages to performing contract work for the Government that exist quite 
apart from the patent rights, and in view of the fact that, as a general 
proposition, some of these advantages obtain in the patent system at 
large completely apart from the question of the Government's role in 
this picture, I myself believe that we strongly exaggerate the benefits 
of the patent system as such. 

There are decisive advantages that exist apart from patent rights, 
such as the know-how that firms can acquire and do acquire, in the 
process of performing research and development. 

This information is frequently not patentable, and even when it is, 
firms frequently withhold it, even while filing patent applications. 

This know-how unquestionably, we have seen in many, many ex- 
periences, gives the firms decisive advantages that exist quite apart 
from their patent rights. 

It gives them a headstart, and now if we apply that to the Govern- 
ment-contract case, I do not think we should underestimate these ad- 
vantages that would continue to exist, quite apart from the withdrawal 
of the patent privileges, and such advantages, I am convinced in my 
own mind, are decisive enough or are strong enough to induce these 
firms to continue to permit the Government to bear the R. & D. costs 
while they continue to retain the know-how, and the advantages that 
would enable them to market products commercially well in advance 
of competitors. 

Senator Lona. Here is a another statement I have recently seen: 
“One contract from Defense will not provide compensation for taking 
all the inventiveness of a contract.” 

Mr. Hampere. Taking what ? 

Senator Lone. For taking all the inventiveness of a contract. It 
is no compensation for the background, talent, plant, and facilities 
that. made the invention possible. 

Mr. Hameerac. This question may involve us in some accounting 
problems. 

When a firm estimates its costs, it seems to me, unquestionably— 
well, it is a fact in Government contracts that they are given an 
allowance for overhead. 

Now, overhead can include the use of research and development 
facilities that they have acquired at their own expense, so that part 
of the costs of recovering these expenditures is borne by the Govern- 
ment. 

The same is true, presumably, of the use of scientific personnel and, 
in fact, as I pointed out, the contracting firm is frequently enabled to 
acquire more scientific personnel than it otherwise would in the absence 
of the Government R. & D. contract. It seems to me almost too obvious 
to bear emphasizing like this. 

Senator Lone. As I understand it, then, you feel that, if need be, 
it would be better to pay more for the research and development rather 
than pay the hidden costs that are inherent in granting one firm a 
monopoly. By permitting one firm to impede everybody else from 
producing something is certainly a hidden cost to the economy. 

Mr. Hampere. Absolutely. 

Every policy, every practice, has a cost. Now, it is just a question 
for us to decide which bear the higher costs. 
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Senator Lone. That is all I have. 

Mr. Gorpon. I have a couple of other choice statments which will 
be said during the course of our hearings, and I would like to get your 
brief comments on them. 

Here is one quotation : 

If industry lost its hope of the commercial market through a requirement that 
title to the inventions from Government work be vested in the Government, our 
ability to secure the services of qualified and competent firms would be impaired. 

Mr. Hampers. Well, of course, that first proviso is a big one: “If 
they lost their rights to a commercial market.” This I deny. 

Mr. Gorpon. Professor Hamberg, the Senator and I just submitted 
some quotations to you for your comments. Do you detect a common 
note running through all these statements, a distrust and fear of the 
competitive process / 

Mr. Hameprre. I would certainly say so, absolutely. 

But while that is certainly true, I do not think there is any doubt 
that—I think the point is that a contracting firm with or without 
patent rights has a certain monopolistic advantage. 

It has it in the know-how, in being 10 steps ahead of its potential 
competitors. It gets a headstart. 

This know-how is nena uble. It exists quite apart from the patent 
rights and, therefore, I deny that any substantial commercial rights 
or priv ileges are lost as a result of the loss of withdrawal of the patent 
rights. 

“Mr. Gorvon. Professor Hamberg, do you think there is anything in 
the view that our low rate of progress is due partly to our lack of de- 
sire to compete / 

Mr. Hamperc. Well, that is a rather broad question. I do not know 
what low rate of progress you have in mind. The low rate of prog- 
ress in the last couple of years / 

Mr. Gorpon. I would say that. 

Mr. Hameperc. But I think we should be very cautious about gen- 
eralizing from that. 

There are a huge number of factors that enter into economic and 
technological progress. 

It is true that for the last 5 or 6 years the rate of growth of output 
yer man-hour, at least in the manufacturing sector, has been below its 
Cee trends. 

On the other hand, in the period of about 1947-53 it was substanti- 
ally above its longrun trends. 

Ostensibly there was no—there were no basic institutional changes 
that might explain the sudden drop in the growth in productivity De- 
tween those two periods. 

In any event, I would be hesitant to draw any generalizations from 
the limited experience we have had in the last 4 or 5 years. 

Mr. Gorpon. Another problem we are conc erned with here is the 
acquisition and dissemination of technical and scientific knowledge, 
especially that resulting from Government-sponsored research. 

Would you say that the acquisition and dissemination of scientific 
knowledge i is absolutely essential to increasing productivity and accel- 
erating the rate of growth? 

Mr. Hamperc. The answer to that seems to me rather self-evident. 
Absolutely yes. 
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Mr. Gorpon. Would you say that because the Government sponsors 
more than half of all industrial research, it has a special responsibility 
to see that whatever knowledge is acquired is made available to our 
society ¢ 

Mr. Hamperc. Absolutely. This point has been stated before; I 
have tried to put the same point in a slightly different framework. I 
have it in my opening statement. 

We are faced with the unconscionable situation in which the Federal Gov- 
ernment taxes the citizens of this country to secure funds for scientific research 
on the ground that such research promotes the general welfare, and then turns 
the results of such research over to a private corporation on an exclusive 
monopoly basis. 

This amounts to public taxation for private privilege, a policy that is clearly 
in violation of any of the basic tenets of democracy. 

Mr. Gorpon. I know you have said it in one way or another, but 
Iam trying to point these things up. 

Mr. Hampers. Absolutely. But I think the argument should be 
put on firm grounds, and this is what I have tried to do. 

The alleged basic economic principle for a patent system is the 
risk prince iple, an inventive principle that firms bear risks in laying 
out their own funds for invention and innovation. 

There are enormous risks associated with these processes; therefore, 
they should be granted a monopoly privilege in the form of a patent 
right as an incentive to undertake these risks. This is the principle 
of a patent system. This is the principle for granting patent rights. 

Now, in the present case the firms do not bear any of these financial 
risks. Therefore, the principle does not apply. 

That seems to be the nub of the issue. 

Senator Lone. Actually, isn’t that basically the same problem that 
exists when that contractor hires somebody to do the work for him? 
He pays them to do the research. What they find in his. 

Mr. Hampere, That is right. That is a good point, Senator. 

Senator Lone. Now, when the Government pays him, what he 
finds would seem logically to belong to the Government. 

Mr. Hamperc. That is an excellent point, Senator, because it is 
quite true when R. & D. contracts are sublet to other corporations 
by a private corporation, the larger corporation that finances the sub- 
contract retains full patent rights. 

If it holds in that case there is no reason why another financing 
unit called Government should not also retain the patent rights. 

It is pure double talk to argue that it is correct for one but not 
correct for the other. 

Mr. Gorvon. Professor Hamberg, I have a couple of more ques- 
tions here. This is really putting the same point in another way. 

Would you say that any policies or practices which hamper the 
acquisition of scientific and technical knowledge and its diffusion are, 
therefore, retarding the rate of our growth ? 

Mr. Hampera. Yes. 

Mr. Gorpon. In your opinion, could the relatively slow rate of 
growth be attributed, at least partly, to the present Government poli- 
cies and practices? 

Mr. Hameere. Well, I refuse to—I think that is too broad a question 
to answer. 
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I would say that in view of the fact that before 1953 we had a very 
high rapid rate of growth for about a half dozen years, well above 
the historical average, and the practice of, the Government contract 
practices, were the same then as now, this institutional feature of the 
situation has not changed and, therefore, I am inclined to say that it 
is probably for other reasons that the rate of growth has slowed 
down. 

Nevertheless, I would say that insofar as the governmental policies 
have—this particular Government policy has prevailed, let us say, 
from the period 1947 to 1953, and from 1953 to 1959; in both cases 
for the whole period, the whole 12-year period, let us say, the prac- 
tice has had the effect of retarding economic growth, of slowing down 
the potential rate of economic growth, because ipso facto a patent 
right has this effect. 

enator Lone. Here is a statement, I believe, you might want to 
correct, a statement that you made, Professor. 

I think our thinking was parallel, but I think you were, perhaps, 
in error when you stated that— 

It is my impression that commercial rights to inventions made by the sub- 
contractor are usually retained by that subcontractor. 

Mr. Hamperc. No, no; by the firm that lets the subcontract. 

Senator Lone. I would imagine that it would depend upon the 
company. Some companies probably insist on retaining any patent 
rights that a subcontractor comes across and others do not. 

But I do have, I have seen, at least one statement where a company 
clearly spells out their policy which is to permit the subcontractor 
to retain any patent rights that he develops. 

Mr. Hamepere. I would say my impression would be that would 
be the exception to the general case. 

Senator Lone. Perhaps that is so. 

Mr. Hamperc. In general, subject to some exceptions a private cor- 
poration that lets contracts to other firms for R. & D. retains the 
patent rights. 

Senator Lone. I believe it is correct. I believe that my statement 
is es Nec true, that any corporation that hires any scientist or 
research personnel to work in their laboratories, certainly would 
insist that they would have any patent rights that this person would 
develop working in the laboratory. 

I think that much would be incontestable, would it not ? 

Mr. Hampere. Yes. 

Senator, it seems to me that we are indulging, to a certain extent, 
in needless speculation. It would seem to me, and I would recom- 
mend, that the committee investigate the costs of R. & D. by the 
Atomic Energy Commission, let us say, with the costs of R. & D. from 
the Defense Department. 

Here we have, we already have, and I would guess that the Atomic 
Energy Commission’s contracts run in the neighborhood of a mini- 
mum of $300 million a year, that is a minimum—this is a substantial 
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amount, I would suggest and, therefore, we have an important case 
where contracts are let by an agency that does retain the patent rights 
and we, therefore, have the basis for making an outright statistical 
comparison of, let us say, the costs to the Government agency of 
R. & D. contracts where that agency retains rights, and the costs of 
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t. & D. to another agency where that agency permits the contractor to 
retain the patent rights. 

It seems to me the committee ought to make a statistical study, so 
far as that is possible, of the relative costs in these two situations. 

I have not heard, incidentally, it has not been brought to my atten- 
tion on any widespread basis, that the Atomic Energy Commission is 
confronted with significant refusals by private corporations to per- 
form research for them, even though the private corporations do not 
retain the rights. 

I might = add that there are a sufficient number of cases wherein 
corporations agree to do R. & D. work for the Government at the 
Government’s expense only when the research and development in- 
volved is relevant to technical and, therefore, commercial problems 
already confronting the firm. 

What I mean to say is that in many cases these firms turn down 
Government R. & D. contracts, even with the patent rights, because 
the research and development involved does not have any clear rele- 
vance to their present problems, let us say, and interests. 

The mere granting of patent rights is no guarantee that these firms 
will jump at these contracts, and from the AEC experience, the 
Atomic Energy Commission’s experience, clearly the retainment of 
patent rights by a Government agency is no indication that the con- 
tracting firms will refuse to perform R. & D. 

Senator Lone. Would you, in addition to what you have provided 
for us here, and the information that I asked about as to the per- 
centage of Government expenditures in other fields for research and 
development, would you be so kind as to supply for our committee 
files the various works and writings you have done in this field, Dr. 
Hamberg ? 

Mr. Hamperc. Yes. I just presented a paper at the end of Septem- 
ber to the Joint Economic Committee. 

Mr. Gorvon. Could you submit that for the record ? 

Mr. Hampere. Yes, [ can havea copy for you.’ 

Senator Lone. Thank you very much, Dr. Hamberg, for your testi- 
mony here this morning. 

Mr. Hamerre. I was glad to be of help, Senator. 

(The prepared statement of Mr. Hamberg follows :) 


GOVERNMENT PATENT POLICIES AND GOVERNMENT-FINANCED R. & D. 
Prepared statement of Daniel Hamberg, University of Maryland 


The Senate Small Business Committee is to be warmly congratulated for its 
investigation of the patent policies of Federal agencies. Especially crying for 
study is the policy of virtually all Federal agencies (with the exception, I believe, 
of the Atomic Energy Commission, the Department of Agriculture, and the Ten- 
nessee Valley Authority) of permitting private corporations to secure patent 
rights to inventions developed by the corporations under Federal financial spon- 
sorship. This policy possesses all the inherent and potential disadvantages of the 
patent system and none of the latter’s alleged advantages. 

Whatever their merits, it is undeniable that patent rights confer monopoly 
powers on the patentee. Patents enable their owners to restrict the use of in- 
ventions, thereby restricting the contributions to the national product that the 
patented inventions could make, in the hope that the resulting higher market 
prices will make possible (monopoly) profits in excess of what could be earned 





2See app. I, p.397. 
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under competitive conditions. To deny this feature of the patent system would 
be tantamount to denial of any usefulness of the patent system. 

Implicit in this essential characteristics of the patent system is a retardation 
in the rate of diffusion of inventions. Why has society erected a legal institu- 
tion that impedes the diffusion of technological knowledge? The answer lies 
in the belief that the monopoly profits made possible (if not guaranteed) by 
the patent system will act as an inducement to further, and even raise the rate of, 
invention and innovation. In a word, the patent system was conceived in the 
paradoxical expectation that by slowing down the rate of diffusion of inventions, 
there will be more inventions to diffuse. 

The mental route by which this conclusion has been reached should be familiar 
to all. It is first of all assumed that economic progress is desirable. Secondly, 
it is assumed that economic progress rests essentially on technological progress, 
the development of new processes and products. Thirdly, it is assumed that 
technological progress rests in the main on inventions and innovations (the in- 
dustrial exploitation of inventions) that are patentable. Invention and innova- 
tion involve often much time and effort and frequently heavy financial outlays. 
This is particularly true of the postinventive stage, because costly development 
work, experimentation in production and in marketing may be needed before the 
commercial exploitation of the invention can begin. The risks involved may be 
too great to be undertaken unless the shelter of a patent is granted. It is as- 
sumed that the profits that would accrue from the exploitation of inventions un- 
der competitive conditions would not be sufficient to induce inventors and inno- 
vators to undertake these risks. Hence, to provide inventors and their financial 
backers with sufficient incentive to undertake the risks associated with invention 
and innovation, it is necessary to hold out the prospect of monopoly profits. 

I believe that the foregoing can safely be said to embody the essentials of the 
modern case for the granting of patent privileges. It will be seen to be basically 
an “incentive” argument. The profit expectations connected with the hope for 
a patent. monopoly may induce inventors to exert their inventive efforts, or in 
the modern scheme, induce corporations to maintain expert staffs of scientists 
and engineers and expensive research laboratories; the same profit prospects 
may induce venturesome capitalists, or their modern counterparts, the great cor- 
porations, to risk their money on uncertain and expensive development projects 
and pilot plants, and on the equally uncertainty-laden tasks of building up 
markets. It may be granted that patent-monopoly profits stem from output re- 
strictions, and are thus inherently associated with underutilization of a recently 
developed piece of technology. But it is argued that this is the price we must 
pay for a system that fosters the development of new technologies and thereby 
ultimately permits a more rapid growth in total production than would be possi- 
ble in its absence. 

Without pausing to examine the validity of this argument, and there are 
many grounds for questioning it, let us scrutinize its applicability to the case 
of Government-financed research carried on in the private sector of the economy. 
Perhaps the most notable feature of such activity is the total absence of all 
financial risk on the part of firms conducting the research and development. 
Virtually all R. & D. contracts let by Federal agencies and departments are on 
one sort of cost-plus basis or another. No results are guaranteed, nor can they 
be, of course. But no matter how difficult or expensive a project turns out to be, 
the costs are covered by the Government. The contracting firms pays not 1 
cent from its own pockets. Not only is it remunerated for the basic invention 
for which it is responsible, but the Government bears all the costs of develop- 
ment work attached to it. Furthermore, there is no market to be developed. 
The market is there, waiting eagerly, in the form of the Federal agency or de- 
partment for whom the R. & D. has been performed. In short, the whole thing 
is virtually a riskless venture for the contracting corporation. If there is a 
possible risk, it is that of contract cancellation. But even this can hardly be 
described as a risk, for it remains true that the firms have invested none of their 
own funds, and are always granted a return well in excess of costs to boot. 

What becomes of the “incentive” argument in this case? The answer, of 
course, is that it collapses completely. iIf there are no risks, there is no justifica- 
tion for a monopoly profit such as might accrue from patent rights. But since 
the patent rights are clearly not needed to serve as an inducement to invent 
an innovate, while they simulateously impede the diffusion of techno- 
logical knowledge uncovered at public expense, the granting of patent privi- 
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leges to the contracting firms clearly gives society none of the alleged advantages 
of the patent system while foisting upon us one of its decisive disadvantages. 

In short, we are faced with the unconscionable situation in which the Federal 
Government taxes the citizens of this country to secure funds for scientific re- 
search, on the grounds that such research promotes the general welfare, and then 
turns the results of such research over to some private corporation on an ex- 
clusive, monopoly basis. This amounts to public taxation for private 
privilege, a policy that is clearly in violation of the basic tenets of any democ- 
racy. Such a violation might possibly be justified on the grounds that it leads 
to greater enhancement of the general welfare than adherence to a basic prin- 
ciple would; but in the present case, no offsetting gains are in the offing. Under 
the circumstances, it seems palpably evident that new discoveries derived from 
research supported by public funds belong to the people and constitute a part of 
the public domain to which all citizens should have access on terms of equality. 

Lest the committee infer that the withdrawal of patent privileges from firms 
performing R. & D. for the Government at the latter’s expense will remove all 
competitive advantage accruing to such firms, let me hasten to caution against 
any such inference. There are inherent advantages in performing such work 
that exist quite apart from patent privileges. (1) Many technological develop- 
ments resulting from Government-financed R. & D. have direct and immediate 
commercial applications. In recent years, the application of radioisotopes, the 
drive toward competitively priced atomic power, jet propulsion, cold sterilization 
of food by radiation, the formulation and fabrication of titanium and magnesium 
and other heat and corrosion-resistant metals and alloys, ete., are all examples 
of such commercial applications. As a result of research financed largely by 
the Federal Government during World War II, technological developments ap- 
peared in the form of new materials such as synthetic rubber, aviation gasoline, 
plastics, and plywood; new methods such as metal riveting and welding, heat- 
treating procedures, power metallurgy, and casting: and new products such as 
aircraft design, gas turbines, radar, DDT, and the electron microscope. 

Thus the independent commercial contractor, performing R. & D. for the 
Government, receives in addition to costs and fees all the financial advantages 
of the commercial applications of inventions, the research for which has been 
paid almost entirely out of Federal funds. In a considerable number of cases, 
firms will take R. & D. contracts only when the research and development is 
relevant to technical (and hence, commercial) problems already confronting 
them. The result is, again, that although the firm may provide the Government 
with the sought-for “product,” the firm in the meantime gets its R. & D. costs 
financed at public expense. 

(2) A second (nonpatent) advantage associated with the performance of 
Government-financed R. & D. work is the enhanced ability of the performing 
firms to acquire scientfic and technical personnel. The most obvious way of 
course, is via the increased size of R. & D. budgets that such work permits, in- 
cluding allowances for personnel that can be charged off to the Government. 
In addition, recruiting costs can be charged to overhead costs and are reimburs- 
able in the case of Defense Department contracts. Also, with so much Govern- 
ment R. & D. work standing at the periphery of existing knowledge, the firms 
ean often hold forth the promse of interesting and challenging work. 

(3) At least as important as the preceding two advantages is a third one. 
The performing firm ipso facto acquires a considerable body of information relat- 
ing to the invention, information that may be unpatentable but possession of 
which is often indispensable to the proper use of the invention. This informa- 
tion is known colloquially as know-how. In the case of a new product or mate- 
rial, this know-how includes the relevant experience accumulated in the early 
stages of production, during which many minor modifications may be made in 
the design or production process. Similarly, invaluable information is often 
accumulated during the trial runs or pilot-plant testings of new processes. Such 
information is typically unpublished and remains as confidential information in 
the possession of the firm’s operating personnel. The withdrawal of patent 
rights from firms performing R. & D. at Government expense would not and 
could not deprve them of this often priceless know-how. 

This same point is also relevant to the roadblocks thrown in the path of dif- 
fusion of inventions protected by patent rights. Exponents of the patent sys- 
tem, and presumably these would include the corporations performing research 
for the Government, often argue that far from retarding the diffusion process, 
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patents speed it up by providing the information contaned in the patent itself. 
What is overlooked in this “exchange for secrets” argument for patents is the 
slipshod method of identifying inventions in the patent applications that make 
it possible to obtan patents without disclosing all the information that must be 
known to make use of the patented inventions. As noted above, restrictions on 
patentability sometimes limit the information relevant to a given design or proc- 
ess embodied in the patent. In other instances, however, managements prefer 
to withhold certain knowledge from public view, in any form, regardless of 
patentability. Where this is done the public does not receive the information 
that presumably partly justifies the grant of monopoly rights to the patentee. 
Instead, the patentee obtains the bargaining power attached to a legal monopoly 
and also continues to enjoy whatever bargaining strength he can derive from 
possession of a trade secret. These strictures apply without qualification to 
patent rights granted to private corporations on inventions financed by public 
funds. 

It must also be remembered that the granting of patent rights involves a 
wastage of whatever resources competitors use to “invent around” the patent 
in order to enable them to compete with the patentee in the same market. Too, 
it is not uncommon for patentees to devote considerable resources to the quest 
for patentable alternative solutions, even inferior ones, in the hope of “fencing 
in” the original patent. It hardly becomes a National Government interested 
in promoting progress and growth to aid and abet in these resource-wasting 
activities by granting patent rights to firms performing research for it, espe- 
cially when nothing is obtained that might offset these drawbacks. 

Finally, although they are familiar to students of the patent system, it may 
be well for the record to catalog briefly some of the more important past abuses 
of patent privileges, so that the committee will once more be reminded, if in- 
deed it needs to be, of the potential dangers inhering in the present patent 
policies of most Federal agencies and departments with respect to R. & D. 
performed for them. Although the nominal length of time of patent grants is 
17 years in the United States, patentees have not infrequently succeeded in 
extending the time period of control through procedural delays in the pendency 
of the patent between application and issuance; through secret use of the inven- 
tion prior to application or through incomplete disclosure, mentioned earlier; 
through supplemental patent improvements that make the unimproved inven- 
tion commercially worthless after expiration of the original patent; through 
creation of a monopolistic market position based on the goodwill associated 
with a patented process or product, so that buyer loyalty continues after expira- 
tion of the patent: and through licensing agreements that extend beyond the 
original patent because they apply to a stream of patent improvements. 

The scope of the patentee’s monopolistic control has been extended beyond the 
patented invention to the control of entire industries by the acquisition of a 
basic patent; by an “umbrella” patent, where illegitimately broad and ambiguous 
claims covering an entire industry have been allowed; and by a “bottleneck” 
patent, which is not basic but good enough to hold up or close an entire industry. 
Because much of current research being performed for the Government, par- 
ticularly defense-related research, is on the frontiers of existing knowledge, 
the possibilities of firms acquiring basic or bottleneck patents, and thereby 
acquiring monopolistic controls of “infant” industries or even industries not 
yet in being, are especially important today. These same considerations suggest 
that firms engaged in continuing research for the Government in a given field 
may also be enabled to employ the time-proven device of accumulating significant 
aggregations of patents to secure domination of entire industries. And where 
they are not responsible for all important inventions, their possession of certain 
crucial patents may force the holders of other patents to sell them, or else 
enter into cross-license agreements, which in the past have also provided the 
base for industry cartelization. 

The foregoing are just some of the more important abuses of patent monopolies 
in the past. Some may be willing to argue that the incentives to invent and 
innovate that the patent system offers have more than offset these abuses; 
this is a moot question, and this is hardly the place to enter the debate. But 
it is worth reemphasizing that in view of the absence of risks associated with 
R. & D. performed for Government by private firms, no such claims can be made 
for patent rights that are permitted to revert to the firms. The granting of 
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patent rights to these firms continues to expose society to the various potential 
abuses just listed without providing us with any compensating advantages. 

In concluding this statement, I should like to draw the committee’s attention 
to one other problem created by the present pattern of the Government’s re- 
search expenditures. Whether by design, or chance, or more likely, adminis- 
trative expediency, Government R. & D. contracts have been let primarily to 
the giant corporations, to the virtual exclusion of small and medium-size firms. 
Of the 77 percent of total Government R. & D. contracts let by the Defense 
Department during fiscal 1956, only 6 percent were let to firms employing less 
than 500 persons. Of the 21 percent of total Government R. & D. contracts let 
by the Atomic Energy Commission during the fiscal years 1953, 1954, and 1955, 
only 1 percent were let to small firms. As we have noted above, either with or, 
in view of the commercial applications of Government-finaneced R. & D., the 
enhanced ability to secure scientific personnel, and the know-how that auto- 
matically accrues to the performing firms, even without patent rights, this 
practice automatically confers great competitive advantages on the giant firms 
vis-a-vis their smaller competitors, thereby promoting already extant monopolis- 
tic tendencies. The withdrawal of patent privileges from the giant firms would 
only moderate this effect; it would fall far short of eliminating it. The en- 
hancement of monopolistic tendencies is an intrinsic characteristic of the present 
practice of concentrating R. & D. contracts in the hands of the giant corpora- 
tions. (For the 5 years ended June 30, 1956, of 6,788 pending patent applica- 
tions that resulted from Government-sponsored R. & D. work, 52 percent belonged 
to 15 large companies. ) 

The committee would therefore do well to look into ways of getting Federal 
agencies and departments to distribute R. & D. contracts on a very much broader 
basis than is now done—in the interests of fostering more competition in the 
economy generally and, more specifically, in the new industries arising under 
the spur of new discoveries associated with R. & D. financed with Federal 
funds. One suggested way that warrants serious consideration is a reduction 
in the broad responsibilities of the contracting officers. With the terrific re- 
sponsibilities under which the latter now operate, they tend to shy away from 
relatively unknown small firms and rely, instead, on the well-known large firms. 
For then if anything goes wrong, it is much easier for them to disclaim respon- 
sibility than would be the case were they to let contracts to small firms. It 
has been proposed that advisory review boards be set up to help the contracting 
officers make their decisions and advise whether a contract could feasibly be 
awarded to a small firm. 

Another suggested way of spreading R. & D. contracts is to substitute a fixed- 
fee contract for the present cost-plus type of contract. The reason for this 
suggested change is that too often a small firm cannot make anything from the 
present 7-12 percent or so fee range on the cost-plus contracts, because they may 
be able to put only 5 to 10 or so men at work on the contract compared to the 
hundreds that large firms can often put on it; the cost base is thus much larger 
for the larger than the smaller firm. But this does not mean that the large firm 
will necessarily do a better job. Usually, one or two very able men spark a 
project with the rest largely “hanging around.” Quite frequently, a project 
could be carried out just as well and quickly by small firms with their small 
teams and fewer “hangers-on.” It is also apparently common practice for 
the large companies to put their least able men on Government contracts be- 
cause of the cost-plus nature of the latter. It has come to my attention that 
many small firms would feel much freer to bid on Government R. & D. contracts, 
with full guarantees of performance, if they could bid on a fixed-fee instead of 
the present cost-plus basis. They seem to feel that in many cases, with the 
altered bid basis, they could significantly underbid the large firms without any 
impairment of results. 

In any event, it is clear that achievement of the committee’s announced goals 
and objectives of encouraging small business and promoting more competition 
requires not only the withdrawal of patent rights from firms performing R. & D. 
at Government expense, but no less important, a considerable broadening of 
access of small and medium-size firms to Government R. & D. contracts. 


Senator Lona. The next witness will be Mr. Louis A. Peirez, of 
Viewlex Corp. 
We are pleased to welcome you here today. 











22 


STATEMENT OF LOUIS A. PEIREZ, PRESIDENT, VIEWLEX, INC., 
LONG ISLAND CITY, N.Y. 


PATENT POLICIES OF THE FEDERAL GOVERNMENT—1959 


Senator Lone. What is your capacity with the Viewlex Corp? 

Mr. Perrez. Thank you. Iam president, sir. 

Senator Lone. Do you think you could summarize your statement, 
Mr. Peirez? 

Mr. Perez. I will try to. I did not prepare a summarized state- 
ment. I was under the impression 

Senator Lone. If you cannot summarize it, you might just as well 
go ahead and read it. 

You might find it profitable to leave out one or two points in there 
that might not be as important as the rest of it, but if you cannot 
summarize it, you just go ahead and read your statement. 

Mr. Perez. Well, I might add this, that the reason that I am 
here today is because we initially had an item to take up, and still 
have, with the Small Business Administration, on the question of 
what is and what is not small business, and apparently some of our 
statements led to your committee asking us to send you our statement. 

Senator Lone. You have a very significant statement here, Mr. 
Peirez, and you just go ahead and present your statement in your 
own fashion. 

Mr. Perrez. Well, I was going to say this: In our experience we 
have run into what substantially corroborates what Professor Ham- 
berg has just said. 

For example, we are in the photographic business, and the lens 
situation is one that was pretty tightly controlled in Germany, and 
immediately after the last war all of the information on lenses and 
other such photographic items were brought over here. 

During the following 4 or 5 years up to the Korean situation, it 
was evident that there was not enough lens knowledge available here, 
and the Government, and in our opinion, rightly so, issued what I 
think was called stand-by contracts for lenses, and at considerable 
cost the lens business was developed for aerial cameras, aerial pho- 
tography, which is reconnaissance and mapping, and it is obvious 
that is highly limited to Government use. 

As we bid on these items we were told that such information was 
available, and we assumed that it would be made available, but we 
found it almost impossible to obtain it. 

As I said in my statement, and I did not know of this until some 
two weeks or so ago, in the early 1950’s, when we looked into it, we 
had correspondence, and as recently as 1954 we had a contract that 
ran about $2 million, of which more than one-third was for lenses. 

We found that the cost of the lenses, despite all of this develop- 
ment, was such that it was just impossible to get them specifically from 
Eastman Kodak and, as a result, we wound up with Wollensak, and 
Wollensak has paid a license fee on the identical lens which was devel- 
oped under the Government contract. 

Now, Eastman Kodak does not in any way say this isnot so. They 
say that the lens was developed, and it was paid for by the Govern- 
ment, that they have the tooling for it; that the tooling is available, 
and if the Government will release authority they will use the tooling. 
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Then they surround it with a number of other conditions, so ‘that 
by the time you have the answers you are far better off paying the 
price to Wollensak, plus the royalty on it, and getting it over with. 

That is one example. 

Senator Lone. Let me see if I get this straight. The Eastman 
Kodak Co. had the information that is necessary to manufacture the 
lens ¢ 

Mr. Perrez. That is true, sir. 

Senator Lone. Eastman got the information, if I understand this 
correctly, based on the fact that they had a Government contract for 
research and development ? 

Mr. Perrez. That is true; and, in fairness to Eastman, I think 
Bausch & Lomb was another that had more or less 

Senator Lone. Eastman and Bausch & Lomb both had it? 

Mr. Perrez. That is right, sir. 

Senator Lone. As I understand it, you were trying to sell cameras? 

Mr. Perrez. A complete camera. 

Senator Lone. A complete camera; and you were trying to bid on 
a Government camera, a camera the Government wanted; is that cor- 
rect ¢ 

Mr. Perrez. That is right; and specifically it had absolutely no use 
other than for Government use. 

Senator Lone. Yes. 

Do I understand you correctly that this camera would be useful to 
no one but the Government ? 

Mr. Perrez. To the best of my information, it has absolutely no 
value to anyone but the Government. 

Senator Lone. Yes. 

Then, in order for you to bid on it and provide this to the Govern- 
ment you would have to get the information about making the lens 
from Eastman Kodak Co. or Bausch & Lomb; is that correct ? 

Mr. Perez. That is essentially correct. 

Senator Lone. In order to get this the Government would ask them 
to provide it, and while they would technically comply, as a practical 
matter, you just. could not get the information; is that right? 

Mr. Perrez. That is right, sir. 

Senator Lone. Not in time to fulfill your contract, at least ? 

Mr. Pemez. Not only not in time, but never within a reasonable cost. 

Senator Lona. So, based on the time and cost factors it was cheaper 
for you to go ahead and pay someone to produce the lens for you who, 
in turn, would pay Eastman 714 percent on that contract? 

Mr. Pemez. That is exactly what happened, except for the percent- 
age. I donot know the exact amount of percentage. 

Now, the 714 was in another instance, sir. 

Senator Lone. Your statement uses the figure of 714 percent. 

Can we sum it up in this way: The U.S. Government paid East- 
man to develop this information once. Having bought it the first 
time, the Government then proceeds to pay Eastman a second time 
because somewhere in your costs you have got to cover the royalty that 
is paid Eastman again when you get the lenses. 

Mr. Perrez. That is absolutely correct. 

Senator Lone. So, in effect, Eastman did this research for the Gov- 
ernment, for which it got paid, and then sold the results back to the 
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Government indirectly—that very same knowledge it was paid to 
produce. 

Mr. Perrez. That is what it amounts to. 

Senator Lone. That is it practically. 

What items do you produce, Mr. Peirez, in addition to cameras? 
Do you produce anything else? 

Mr. Perrez. We produce projection equipment, cameras, and we 
did produce microfilm equipment. We do not any more. The micro- 
film equipment only, that is. 

Senator Lone. How big is your company ? 

Mr. Petrez. About 140 to 160 people. It varies. 

Senator Lone. About what would your annual sales run ? 

Mr. Perrez. I know what they are. May I give them to you in 
private, sir? 

Senator Lone. Yes. We would be interested in knowing about how 
much your assets are, just roughly. 

Mr. Perrez. Ours is a wholly owned private corporation. There 
is no stock. It is family, and our book value is slightly over $1 
million. 

Senator Lone. You produced primarily for the commercial mar- 
ket or for the Government ? 

Mr. Perrez. Primarily commercial, sir. 

Our volume runs approximately, it will average in the past 7 or 
8 years, 30, 35 percent Government, at most, and the balance is com- 
mercial. 

Senator Lone. About 30 percent Government, you say ? 

Mr. Petrez. That is right, sir. 

Senator Lone. And primarily with which agencies? 

Mr. Perrrez. For the past 6 to 8 years it has all been AMC, almost 
all, by virtue of the so-called unification program where the various 
agencies buy photographic equipment through AMC. In fairness 
to AMC, however, it should be stated that it acts mostly as a con- 
tracting agency for the end user. Incidentally, I would say, better 
than 90 percent of the end user in our case has been the Signal Corps, 
but the contracting agency, with one exception, has been AMC. 

Senator Lone. Just for the record, what is AMC? 

Mr. Perez. Air Materiel Command. 

Senator Lona. Do you also engage in research and development? 

Mr. Perrez. To a limited extent. 

Senator Lone. Any Government contracts for it? 

Mr. Petrez. Yes, sir. 

Senator Lone. Have you taken patent rights on Government con- 
tracts that you have had? 

Mr. Perez. In one or two instances, with the complete assignment 
to the Government. 

Senator Lone. Let me ask you this: Did the Government offer to 
let you keep the patent rights or did you simply 





Mr. Petrez. My recollection is that we were supposed to disclose— 
in one contract we were supposed to disclose anything that we devel- 
oped. This was with the Office of Naval Research. 

We did, and they asked for certain papers which gave them the 
right to use it, and we gladly signed. 
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I know in two other instances we developed items, and I do not 
mean to sound that it was a gratuitous offer, but because we had made 
similar equipment some 10 years ago, and it was applicable, we gave 
the Government the right to use it on any equipment. 

Senator Lone. As far as you are concerned, if you can get a re- 
search and development contract on something that you are inter- 
ested in making or developing, do you have any objection to the Gov- 
ernment’s retaining the patent rights? 

Mr. Perez. Absolutely none. 

Senator Lone. Do you have any objection in a research and devel- 
opment contract to the Government having the right to acquire any 
technical information or know-how that you might develop on those 
contracts ? 

Mr. Pemez. None. 

As a matter of fact, it is my impression that they get it anyway. 
To our limited knowledge, each contract has required that drawings 
be furnished, that technical orders and manuals be furnished, that a 
complete description and disclosure of the technical know-how, where 
it was R. & D., be furnished, and we have always worked on the 
premise that this belongs to the Government since they have paid for 
it, exactly as we had with private industry, where we have taken con- 
tracts in private industry in the early years of our business, before we 
went into our own product, and it was clearly understood that what 
was developed belonged to the man who paid for it. 

Senator Lone. Let me ask you this: Would you regard the situa- 
tion as being fairly analogous to that where you hire a man in your 
business to do some research on something, with the understanding 
that those research rights are yours if he finds something? 

Mr. Perrez. There is no question about that, sir. When we hire 
anyone in our engineering department he signs a statement that any- 
thing he makes, our patent attorneys prepared it, and I do not re- 
member the exact words—that anything he develops belongs to the 
company. 

Senator Lone. That is because your company paid for it ? 

Mr. Perrez. That is right, sir. 

Senator Lone. Your feeling is if the Government is paying you for 
research, the Government’s rights are about the same with you as yours 
with the man that you hire? 

Mr. Perrez. That is right. 

Senator Lone. Will you give me a little idea of just how these 
research contracts have been carried; how do they go about paying 
you for research ? 

I know they will pay you your costs, I assume. It is usually a cost- 
plus-fixed-fee, is it not? 

Mr. Perrez. Ours is slightly peculiar. 

In 1952 or 1953 we tried a cost-plus-fixed-fee, and we thereafter 
found that we could not handle cost-plus-fixed-fee because it inter- 
fered with our commercial operation. For accounting purposes you 
must, in short, obviously, keep a continuous and an accurate record 
of what goes into it. 

It was impossible for us in a small company to divide it accurately 
enough. We carefully looked into the question of setting up what 
might be called a contract department, and we decided against it. 
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Thereafter, the few R. & D. contracts we had and, in fairness to the 
larger ones, I do not think this could work on the real heavy-dollar 
ones we negotiated, and at the conclusion of negotiations we either 
arrived at a fixed price or a so-called target ceiling. 

The target in one case was $280,000, the ceiling was $340,000, which 
set a limit on the job of $340,000, set a target of $280,000, and gave 
the Government the right, of course, to audit the costs at all times and 
particularly so at completion of the job. 

I do not know whether or not this would work in your real large 
contracts. 

Senator Lone. But I am interested in that because that is, perhaps, 
one way that small business can do research for the Government, and 
if I understand you correctly, the type contract that you had here 
was one where you agreed to spend a certain amount of money, a 
minimum of a certain amount of money, on developing a certain prod- 
uct for the Government; is that correct ? 

Mr. Perez. When you say spend money, do you mean our own? 

Senator Lone. Yes. 

Mr. Perez. No. In all fairness, we estimated what we thought it 
would cost, and this is the price we submitted. 

Senator Lone. You estimate that you would spend a certain amount 
of money which the Government would provide to develop a product. 

Mr. Perez. That is right, sir. 

Senator Lone. Could there be any guarantee that you would suc- 
cessfully develop that product ? 

Mr. Pertrez. Not in this R. & D. But the fact is that we did, and 
what we got out of it for the next 2 years is a complete jump on the 
rest of the field commercially in cooling projectors, because we are 
making them now. 

Senator Lone. Is that a big advantage to you, quite apart from the 
patent rights? 

Mr. Petrez. It is the only reason we take it, sir. We do not take 
it from an altruistic point of view. We take it because of the know- 
how. It is more than we could afford to spend. 

Senator Lona. In other words, at the time you developed this new 
product, the Government pays the cost of your developing it, but if 
you want to go competing in private commercial markets, then you 
would have a headstart on other people. 

Mr. Perrez. Quite a headstart. 

Senator Lone. In manufacturing it, because you know all the prob- 
lems that you got into in developing it ? 

Mr. Petrez. That isright. We had quite a problem. 

Mr. Ansperry. Mr. Peirez, was this second type of contract which 
you took then a fixed-price contract where you agreed to do a certain 
amount of work for a certain amount of dollars? 

Mr. Perrez. What do you mean by the second type? 

Mr. Ansperry. Well, you mentioned that you originally had a cost- 
plus-fixed-fee contract, and because of accounting difficulties—— 

Mr. Perrez. Thereafter. 

Mr. Ansperry. Then you had a second type of contract ? 

Mr. Petrez. That is called a redeterminable type. 

Mr. Ansperry. How does that work? You fix a price for doing a 
given amount of research, fix a price within certain limits; is that the 
point ? 
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Mr. Perrez. That is right. 

Mr. Ansperry. In other words, you can submit that you actually 
found that it required more man-hours or more equipment or some- 
thing, to get the maximum price of $340,000, which is the figure you 
mentioned ¢ 


Mr. Petrez. The ceiling. You cannot go over the ceiling. 
Mr. Ansperry. I see. 


If it costs less you would give the Government the benefit of the 
difference; is that right? 

Mr. Perrez. That is right. You are required to submit a statement 
at the end of the contract showing your costs, and there is an audit. 

Mr. Ansperry. How does this ila your accounting problems as 
against a cost-plus-fixed-fee ? 

Mr. Perrez. Because at the start of the contract the audit agency 
involved comes down. They establish an allocation of rates. They 
set up a system that they feel is complete enough for them to audit. 

For example, specifically they want to know all the materials that 
go in; they will allocate two or three executive salaries on a 20-80 
percent basis, 20 percent to this contract and 80 percent to your gen- 
eral overhead, and so on. 

They will establish a system that is not as accurate as cost-plus- 
fixed-fee but, in their opinion, accurate enough so that they can de- 
termine the costs. 

Mr. Ansperry. I see. 

Mr. Gorpon. Mr. Peirez, I want to get more specific now. Was the 
KA-20 camera you mentioned developed by the Hycon Manufactur- 
ing Co. with Government funds? You mentioned this in your 
statement. 

Mr. Perez. Yes, sir; although there is a question on the part of 


Hycon. They claim that some portion of it was not developed on 
Government funds. 


Mr. Gorvon. You, however, believe it was? 

Mr. Perrrez. Our opinion is that it was. We proceeded on that 
basis. We bid on that basis. 

When we were awarded the contract, we tried to get the informa- 
tion and were unable to. 

I then spoke to the general manager. I can give you his name if 
you want it, vice president of Hycon, who then said that they want 
7144 percent. of the face amount of the contract, which was some 
$600,000 or $700,000. 

Part of the contract—the valve was the item that Hycon claimed 
they had a proprietary interest in. 

Mr. Gorpon. You did not want the valve anyhow ? 

Mr. Perrez. The valve was one item the Government said did not 
meet their requirements, and had to be revised, but it would have been 
helpful to have the information. 

We refused to pay the 714 percent, and we would, in all honesty, 
have used the valve, if it were usable. But it was not. 

We developed a valve long before the contract was finished. We 
turned the valve over to the Government, and it is now being used in 
other cameras, along with a drive that we developed and showed to 
Lear-Romec, who is now selling it to other camera users. 

Mr. Gorpon. Your production of this particular camera was in 
competition with the Hycon Co., was it not? 
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Mr. Perez. They were making cameras at the same time we were; 
yes, sir. 

Mr. Gorpon. You were both competing ? 

Mr. Pemez. Yes, sir. 

Mr. Gorpon. You said in your statement that you were not able to 
secure the data needed to manufacture the camera. How long was 
this after the camera had been developed ? 

Mr. Perrez. Well, I know for a fact the camera had been in the 
field for at least 2 years, limited amounts of them. There was 80 
some-odd in use. 

We were unable to obtain one until after the award of the contract. 

For the first 4 years of the life of this camera it was sole-sourced 
to Hycon. 

We were attempting to bid on it for at least 2 years before we ob- 
tained the first request to bid, and this, incidentally, was on a nego- 
tiated basis. 

Mr. Gorpvon. What efforts did you make to get the data? Where 
did you look? 

Mr. Pertrez. Well, we went to the agency that was responsible for 
the camera, the Signal Corps, at Fort Monmouth. 

We knew that they were out at Huachuca; we had a man go out to 
Fort Huachuca, but were unable to get one. 

We were unable to get any drawings. The drawings should have 
been available, but the contention was that Hycon still needed them, 
and those drawings that were available were not yet complete, and 
that they were not required to be furnished until the competion of 
the various R. & D. contracts. 

Frankly, I think this was broken loose by the efforts of the Signal 
Corps personnel in Monmouth who brought a camera in from 
Huachuca and made it available at a briefing conference for 1 day 
to anyone who wanted to see it. 

So we took three or four of our engineers down and studied it and 
made some pencil sketches and then began to submit bids on it, and 
finally the first bid came out, I think in 1957. 

Senator Lone. Let me just ask you a question on that point. Iam 
a lawyer trying a case against a corporation, and ordinarily I could 
just subpena their records and make them bring that stuff in and take 
a look at it to see what I wanted. Now, they call that a subpena 
duces tecum. 

Do you understand that when you are trying to bid on something 
the Government wants and when the Government has paid for its 
development, a person trying to bid on it can get that information 
the same way a lawyer could get it if he was trying a lawsuit from 
someone ? 

Mr. Perez. I am not a lawyer, and I do not know what a lawyer 
could do, but we could not get it nor could the Government get it. 

As a matter of fact, both the lieutenant and the major involved in 
this contract tried to get it from Hycon, tried to convince Hycon that 
it belonged to the Government, and were unable to, 

We had a very short date on this, because it is used in the missile 
program, so there was nothing to do but go ahead and make it with- 
out the information, regardless of whether we felt we were entitled 
to it. 
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We felt so strongly about it that we were just not going to pay the 
714 percent. 

Senator Lone. About the best you were able to do was to get a look 
at the product you were supposed to manufacture? 

Mr. Perrez. That is right, sir. 

Mr. Gorvon. Didn’t Hycon take the position that certain items in 
the camera were proprietary ? 

Mr. Perrez. That is right. 

Mr. Gorpon. By proprietary, I presume they mean they own it, 
they ms entitled to it; they may have patents on it; is that what it 
means? 

Mr. Perrez. Hycon said they had patents on it. Our search dis- 
closed that there were no patents out yet but, obviously, there are 
none as of 2 months ago. There may be patents pending, and there 
is no way of knowing, I mean, patents in the Patent Office waiting 
to be processed. 

Mr. Gorpon. Of course, we do not know either whether the patents 
applied for were upon items developed at Government expense, do 
we? These patents could be on items developed at Government 
expense or at their own expense. 

r. Perrez. I do not know. 

From the standpoint of common sense, and I am not digressing, in 
the case of Eastman Kodak, it is very difficult to say that the Gov- 
ernment paid for that development in its entirety. It is obvious that 
I am trying to use this as an illustration. 

You cannot buy know-how overnight or in 6 months or in a year, 
and there is no question that Kodak spends literally mlilions of dol- 
lars on research and development. It may very well be that there is 
a good contention on their part for holding some of this back, that all 
of their know-how, and so forth, went into it. 

But in the case of Hycon and other such companies, in the first 
place, Hycon was organized in 1946. The reports that are available 
to us are extremely limited compared to those that are available to 
you, but the reports available to us disclose that of roughly $10 million 
a year volume, a slight 99 plus percent is Government work. 

In addition there are some $3 million of V loans to Hycon. 

This sounds like a tirade against Hycon, and I do not mean it so. 
It is rather simple and obvious, that this is all Government-financed 
projects. What else could it be? 

Furthermore, who else wants a reconnaissance or mapping program ? 

Senator Lone. Reconnaissance what ? 

Mr. Perrrez. Reconnaissance and/or mapping program. That is 
what these are developed for. 

Senator Lona. In other words, the only consumer, then, is the Gov- 
ernment; nobody else would be interested in buying it ? 

Mr. Petrez. I suppose there may be one or two aerial survey cam- 
eras sold, but I cannot see anybody pouring these millions of dollars 
into that type of camera. It was specifically developed for Govern- 
ment use, there is no question of it. 

Senator Lone. Yes. 

Mr. Perez. That is why I say, I am merely trying to draw a 
parallel between two companies. One, there is obviously no question, 
and in the other it could be that there is a good basis for some pro- 
tection. 
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Senator Lone. If you were negotiating a contract for the benefit of 
your stockholders for somebody to develop a camera which you would 
manufacture for use or produce, and some person had done something 
in that field before, wouldn’t you try to lates the best bargain you 
could for your corporation and your stockholders and see if you could 
not make those people agree they would make available to you the 
information that they achieved from the contract, as well as informa- 
tion that they knew before they took the contract ? 

Mr. Petrez. Certainly, sir. 

Senator Lone. It occurs to me that someone might go out and spend 
a half million dollars studying something or trying to see how a cer- 
tain thing could be done, and then seek a contract for $5 million to go 
forward with the development. 

You would certainly ia interested in acquiring the rights to that 
for which you paid, plus that which the man already had when he 
signed the contract with you. 

Mr. Perez. I am sorry, I did not quite follow you. 

Senator Long. Do you see what I mean? I mean this: I will phrase 
the same question in a different way. Suppose you are sitting there 
trying to look after the U.S. Government, trying to make the best deal 
you can for the taxpayer, and here is some fellow who spent $100,000 
trying to develop a camera. He wants the contract with you for $1 
million on which he hopes to make a $100,000 to go forward to develop 
that which he has been working on. 

Now, if you are trying to get the best deal for the Government, 
would you be interested in acquiring what he already knows, plus 
that which he learned with your money or would you be disposed to 
tell him that he did not have to release anything that he knew already 
in return for the $1 million you are going to pay ? 

Mr. Perrez. That is—I mean, if I were working for the Govern- 
ment 

Senator Lone. Yes. 

Mr. Perrez. I have never worked for the Government; I don’t know 
how to answer that. 

I can answer it if I were negotiating for our own company. 

Senator Lonc. How would you do it? 

Mr. Petrez. Obviously, I would try to get all I could for my com- 
pany. But I would recognize that the man had invested $100,000, 
using your figures, of his own money, and he is entitled to some pro- 
tection on that. 

I would feel though that for the other $900,000, that anything that 
came out in the way of a development we were entitled to enjoy that, 
certainly at least jointly with him, if not exclusively. 

Senator Lone. If you were negotiating for your company, and you 
had the experience, just once, of having paid a considerable amount of 
money, and after you got through paying, you could not get the in- 
formation on how to manufacture the product, because the man said 
that some of this had been developed with his own private money, 
would you let yourself be caught in that position again on one of those 
contracts? 

Mr. Perez. Not if I could avoid it. 

Senator Lone. Don’t you imagine that the next time you negotiate 
the contract you would say, “No, look, if you know something already 
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and if you want to sign this contract, include in the price of the con- 
tract what you hope to get for what you have already developed, be- 
cause I want to know all the information you have developed by the 
time you get through with this contract”—— 

Mr. Perrez. I most certainly would. But let us go a shade further 
and be more realistic. 

When two people are bidding, the one that has the know-how has a 
terrific advantage, and I will say openly that when we bid on anything, 
and we know we have the know-how, we take into account how much 
of that we can get paid for. 

I do not. know whether this is the wrong thing to say or heresy or 
anything else, but I will tell you point blank when we bid on these 
cameras or anything else, we take into account what we have already 
bought, the know-how we have got, the equipment we have got in the 
place. 

Specifically recently we built soundproof rooms for testing equip- 
ment, and we also put in complete humidity equipment. We know 
now we do not have to go outside any longer to buy that. 

For a small company that it not usual. The large companies have 
already got this, and we put into our bid just about what it costs us 
normally to go to laboratories to get this, and in that way we write our 
equipment off that much faster. 

I do not know whether this is what you want to know or not, but 
I think any businessman would do it. I think any businessman 
knowing that he has an edge on his competitor would take this into 
account and add some part of it into his costs. 

Mr. Gorpon. As I understand it, then, your know-how and your 
background are figured into the price you charge for research and 
development work ? 

Mr. Perez. That is correct. 

Mr. Gorpvon. You say that various personnel made serious efforts 
to induce Hycon to produce the information. Did they regard those 
items, as Hycon claimed, to be proprietary ? 

Mr. Petrez. No, they did not. As a matter of fact, they would not 
have felt that they had a right to get Hycon to give either the infor- 
mation, the drawings, or the valve if they did not feel that way. 
They felt rather strongly about it. 

Mr. Gorpon. Were those items specified as being proprietary in 
any specifications you might have seen ? 

Mr. Perrez. No. Asa matter of fact, this was the surprising thing 
all around. When the question of proprietary rights came up after 
an award, and this proved embarrassing to the ones involved in the 
contract, they did not know there were any proprietary rights, they 
did not feel there were any, either. 

Mr. Gorpon. Hycon wanted a 714 percent royalty on exactly what, 
on the camera, or on the valve? 

Mr. Petrez. No. The valve cost was approximately $30; the 
camera cost was approximately $1,800. 

They wanted the 714 percent of the face amount of the contract, 
which was between $600,000 and $700,000. 

Mr. Gorpvon. Even though according to them, their proprietary 
item was the valve, not the whole camera ? 

Mr. Perrez. That was Hycon’s position. 
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Senator Lone. Did the valve work? 

Mr. Perrrez. No, sir. The specification distinctly spelled out that 
the valve was not acceptable and had to be modified. 

Senator Lone. Then these fellows wanted a fee on the entire pro- 
duct based on a part on which they had done research which would 
not work, if I understand it ? 

Mr. Pertrez. Well, in fairness to Hycon, let us say the modifica- 
tion to the valve in Hycon’s opinion probably was that it was 
a minor modification. 

The fact remains though that they wanted 714 percent on the face 
amount, and even assuming the valve to have been in good order, 
they wanted 714 percent of $1,800, where the item involved was 
just $30. 

Senator Lona. Let us just get that down in figures. 

Mr. Perrez. There was practically $12,000 as the part of valves 
in, say $650,000 worth of cameras. They wanted 714 percent of the 
$650,000 to supply the data on some $12,000 worth of valves. 

Does that bring it down to the figures you are looking for? 

Senator Lona. It is about $135, if I have calculated it correctly. 
Hycon wanted $135 royalty or commission on every camera sold, 
for doing the work on a $30 part which would not work, if I under- 
stand correctly ? 

Mr. Perrez. Not doing the work, supplying the information. 

Senator Lone. Did they get it ? 

Mr. Perrez. Not from us. 

Mr. Gorpon. Why not? 

Mr. Perrez. We simply felt, and I told their vice president and 
general manager that I felt, that this had been developed at Govern- 
ment expense, and that we would not pay it. 

Mr. Gorpvon. If these items were really proprietary they could sue 
you—well, they could sue the Government. 

Mr. Perrez. No. I imagine they could sue us, but we are prepared 
to defend it. 

Mr. Gorpvon. I think under such conditions the Government stands 
between you and the plaintiff. 

Mr. Petrez. I do not know, but we have not been sued to date; that 
is all I can tell you. 

Mr. Gorpon. Supposing you had paid them the 714 percent royalty. 
Wouldn’t you be at a cost disadvantage right from the very begin- 
ning if you were competing with Hycon ? 

Mr. Poca Absolutely ; that is obvious. 

But, as I say, we disregarded it, and did not think we were goin 
to pay it, and felt strongly enough about it so that we did not inten 
to pay it, and we were prepared to defend the lawsuit. 

Mr. Gorvon. Hycon has taken no legal steps? 

Mr. Perez. Well, as of yesterday, none. 

Mr. Gorvon. Let us now come to your experience with the KS-36 
camera. Was this a research and development or a supply contract? 

Mr. Perrez. For Viewlex it was supply, with minor development. 

The R. & D. on this had already been done. This is the one that I 
was talking about earlier, where one-third of the cost of the camera— 
is about $3,300, $3,400—one-third of the cost of it is for set of lenses. 

When we started to estimate this, we ran into what I told you the 
situation was on lenses. 
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We then, knowing a little bit about lenses, decided if we were really 
stuck we would make them ourselves. We discussed with Professor 
Motz, who heads up one of the departments at Columbia, the question 
of a different type lens submitted than in our bid, and so we were pre- 
pared to make our own lenses if we were awarded the contract and 
could not resolve the problem any other way. 

Then we tried to get the lenses from Kodak, Bausch and Lomb, 
rather than make them ourselves, because no matter how good the 
man is, and I think Professor Motz is excellent, you still have got to 
get the know-how under your belt, and that costs a lot of money. 

But the prices we were quoted were so high that we were about 
ready to make them ourselves, when Wollensak apparently reached 
an agreement with Kodak on some kind of license fee, and quoted us 
a a reasonable enough so that we bought these lenses from Wollen- 
sak. 

However, they were made, at least one of the three lenses was made, 
under a license arrangement with Kodak and, as I said before, this 
was one of the lenses developed specifically for the Government. 

Mr. Gorpon. You said on page 5 of your statement that tools to 
make lenses were available. 

Mr. Prrrez. I have not been able to locate the correspondence on it. 
I will within the next 2 weeks. 

But Kodak did say the tools were available for these lenses; that 
it would be necessary for us—this is to the best of my recollection—to 
obtain approval from the Government for the use of these tools since 
they were Government-owned and Government-paid for. 

We knew that this would be easy to obtain. But the approximate 
prices quoted for the lenses were so far out of line, they were too high, 
there was no sense in processing this any further. 

Mr. Gorvon. What was the price and what conditions did they pro- 
pose for the use of these Government-owned tools? These are Giov- 
ernment-owned tools, are they not ? 

Mr. Perrez. What was the condition of the tools? 

Mr. Gorvon. What conditions did they require to use the tools and 
also what price did they want for the use of the tools? 

Mr. Petrez. I think, and I would not like to be held to it, it was 
$1,800 per set of lenses for the camera. 

We wound up getting them for about $1,035 from Wollensak, which 
included the license fee, incidentally. 

Mr. Gorpon. If these are Government tools, will the Government 
ultimately get paid for the use of these tools by you? You said you 
used the tools. 

Mr. Petrrez. We did not use these tools. 

Mr. Gorvon. You did not use them ? 

Mr. Petrez. They are in Kodak‘s possession. 

Mr. Gorvon. I see. They were Government-owned; is that correct? 

Mr. Perrez. That is right. 

Mr. Gorpon. Why were you unable to secure the use of these tools? 

Mr. Petrez. The tools, as such, are of no value to us. The tools in 
Kodak’s possession, with Kodak making the lenses for us, and dis- 
counting the fact that the tools were already paid for, and the Soveiop- 
ment was already paid for, should come up with a price that. would 
certainly in the range that Wollensak came up with. 
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Senator Lone. Let me see if I can get that straight. How much 
would it have cost you to get the lens you were trying to acquire from 
the Kodak Co. ? 

Mr. Petrez. About $1,800. 

Senator Lone. About $1,800. 

Now, you were later successful in obtaining this from Wollensak 
for how much ? 

Mr. Petrez. About $1,035, a little bit over $1,000. 

Senator Lone. So there is a difference there of almost $800, an extra 
$800, above the $1,000 cost. 

Were you bidding for this to construct this camera at a certain 
price? 

Mr. Prtrez. Oh, yes. 

Senator Lone. And as far as you are concerned, you simply could 
not deliver the camera to the Government within your bid price unless 
you could get that lens at a reasonable price because that was about 
one-third the cost of it then; is that correct ? 

Mr. Petrez. Yes, except I should explain this so you will under- 
stand it. Before you submit a bid you should have an idea of your 
prices, and we did. 

Senator Lone. Yes. 

Mr. Perrez. And we had prices ranging from as little as $800 to, as 
I said, initially, the $1,800 of Kodak’s. 

We thought that that was completely unreasonable, Kodak’s price, 
and we then consulted, as I say, with Professor Motz about a design 
on a lens, and we arrived at the conclusion that if necessary, we would 
make those lenses for someone between $1,100 and $1,200 a set. 

Now, when we were able to get them from Wollensak, as a matter 
of fact, if we had to we would pay $1,200, $1,300, or even $1,400 
because we had estimated $1,200 in the bid rather than start making 
lenses and paying the terrific cost of learning how, because these are 
rather complicated lenses. 

Does that help you see the point ? 

Senator Lone. Yes. But the problem though is that the technical 
information which the Government paid for was difficult to get; is 
that correct ? 

Mr. Perez. I would say it was impossible to get. 

Senator Lone. How about the tools? Would the tools have been 
easy to get? They were in Kodak’s possession, but owned by the Gov- 
ernment, if I understand it. 

From your point of view as a small businessman, would those tools 
have been easy to get, in your opinion, or difficult ? 

Mr. Perrez. We have gone through that before. We do not even 
try to get tools when they are somewhere else, even if we think the 
tools that we have gotten, are Government-owned. They are of as 
much value to anybody else. We would never have attempted to get 
them. 

Senator Lone. Your problem was that if you had got them you 
probably would not know how to use them, to start with ? 

Mr. Perez. That is right. 

Mr. Gorvon. Have you been able to manufacture the cameras yet? 

Mr. Prirez. Oh, yes; we have delivered them. We are just about 
at the tail end. We were a little behind initially, but we are ahead. It 
was a tight schedule. 
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Mr. Gorpvon. I would like to come to the KA~-30 camera that you 
mentioned. Was the KA~-30 camera system developed under a Gov- 
ernment R. & D. contract ? 

Mr. Pemez. Everything I have said about the numbers 20 or 36 is 
applicable to the 30. It is asystems camera. 

Mr. Gorpon. What company developed it ? 

Mr. Perrez. Chicago Aerial Industries. 

Mr. Gorpon. Has the data, the technical knowledge, been available 
to you so you could bid on it ? 

Mr. Peirez. It is not available to us. It is not available to anyone. 
They have been delivered in limited quantities. 

We heard that there were five of the cameras in Pennsylvania un- 
der test, and we sent our man down there, but he was told that he 
could not see it. 

We had heard that Monmouth had one. We went down there, and 
Monmouth said they had three, they were service-testing them, but 
were not available for any other purpose. 

We know they are out in the various areas where they are being 
tested, 1 think Yuma, and Huachuca, Fort Huachuca. 

We are told there are no drawings, no information, nor anything 
else available. Grumman called us and said that they understood we 
had a camera that might work with the Mohawk, which is part of 
the system, and all we did was phone Dayton and ask if it was all 
right to show it. That was the 36, 

We did. Grumman was thinking of using it. I understand that 
Grumman was told to use the Number 30. Grumman got three of 
them. We wanted to see it, and Grumman was told that this was not 
to be shown to anyone. 

Now, this camera we know has been in development and has been 
delivered in limited quantities for approximately 4 years, if not more. 

Xtecently, we made no attempt to get in on it, but we know there was 
a sole-source order placed for this camera. 

We know of two or three people who called us and asked if we had 
any information on it. They wanted to bid on it, but we had no 
information available and told them so. 

Senator Lone. Doesn’t it stand to reason that the Government 
would get a better deal, would get those commodities cheaper, if they 
would Jet people who are able to build them see what they are and 
see the technical information and bid on them ¢ 

Mr. Prtrez. Well, certainly it does; yes. 

Senator Lone. It stands to reason that if just one or two people are 
going to make an offer to you that you are not going to get nearly the 
favorable price that you would get if you let several folks bid on it. 
That is an obvious way of doing business, is it not ? 

Mr. Perrez. That is so; and when we sent two men out to Fort 
Huachuca after we made initial deliveries of the cameras, we wanted 
to know what was happening, and we also wanted to keep in touch 
with it because we know there are more procurements coming up for 
this and other type cameras. Some of the prices that we were quoted 
for spare-parts costs were just unbelievable. We just do not believe it. 

We think the people out at Fort Huachuca are wrong. They can- 
not be paying $35 for a lock on a camera, which is worth about $1.20, 
but this is what they told us. 
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Senator Lone. They are paying how much? 

Mr. Perez. They were shy on some cam locks on the camera. Those 
that they had for Hycon, we both used the same lock, and one of the 
two men we sent out phoned in and said, “Send us a couple by air; 
they are short a few. They claim they have to pay $35 apiece for 
these.” 

I do not believe it, frankly. I think there is an error. However, 
the danger 

Senator Lone. Maybe someone just misplaced a decimal point; 
maybe they are not paying a hundred percent too much. 

Mr. Pemez. I do not think it is as low as $3.50 either, because I 
know what happens to spare parts when there is only one source for 
them, but I do not think it was $35. 

Senator Lone. That is the information that came to you? 

Mr. Prrrez. That is right. 

Mr. Gorpon. Isn’t this data Government property ? 

Mr. Perez. Yes. In the case of Hycon and in the case of Chicago, 
I know it is, but the answer is that it is not yet available. 

Mr. Gorpon. Isn’t there a provision in Defense Department con- 
tracts that all data be delivered up to the Government as quickly as 
possible ? 

Mr. Prmez. I do not know what is in their contracts. I can only 
tell you what isin ours. I would assume they are all more or less alike. 
Generally, drawings and the information are delivered at the end of 
the contract, and I must confess that the tendency to hold it up is rather 
strong from a businessman’s viewpoint. It is a strong feeling to hold 
it up, because this keeps you in the position where no one knows what 
is going into the unit. 

So if these contracts keep stretching out and there are modifications 
and changes—and we have had them—we can hold these drawings 
up for the life of that contract, and the succeeding contracts. 

Mr. Gorvon. Delaying tactics, then, are possible; is that correct ? 

Mr. Petrez. I think they are rather common. 

Mr. Ansperry. Mr. Peiriz, on these contracts which you have had 
for the KA-20 and the KS-36 cameras, have your prices been lower 
than the previous prices paid by the Government ? 

M. Perez. I do not know what the previous prices were. I must 
assume they were lower or we would not get a contract. I do know 
they were lower on each contract or we would not have gotten that 
particular contract, because these are bid prices. 

Senator Lone. Let me get this straight, I think you have made 
yourself clear, but I just want to be positive it is clear in the record. 

Under these contracts for research and development, because of 
modifications in the contract and the various things involved, if I 
understand you correctly, it is possible for the contractor to withhold 





information until the end of the contract and, as a practical matter, 
thereby to deny his competitors any practical right or opportunity to 
bid on the producing of the product? 

Mr. Petrez. I would say that is so. 

However, I do not think you ought to use our experience as a stand- 
ard because we do very little R. & D. dollar-wise. 

Senator Lona. Yes. 
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Mr. Perez. I would say maybe in the past 5 years we have done $2 
million of R. & D. 

Senator Lone. Well, you described one situation. Here is a camera 
on which you would like to bid. It is your impression the Government 
is paying an exorbitant price for the camera. You are not even able 
to see the camera or bid on it, if I understand correctly what you told 
me. 

Mr. Petrez. That is correct. 

Senator Lona. Lf you are successful on bidding on it, the technical 
know-how on that camera will probably not be made available to you 
when you go to produce it? 

Mr. Prirez. Well, that is exactly what has happened. 

Senator Lone. Your guess is if it happened to you, the chances 
are it is happening to others? 

Mr. Prtez. I would say it has. 1 know of some instances where it 
has with others. 

Mr. Gorpon. I would like to go now from the specific to some more 
general questions. 

Would you say that the present policies or practices have hampered 
your business and put you at a competitive disadvantage? 

Mr. Prmez. Well, certainly, we could not bid on several items for 
some 3 or 4 years, and cameras were items which were actually in the 
field and under use or in any event under test service conditions, so 
that as limited as you want to call this production, and let us even 
assume it was limited to nearly 10 units, in my opinion, it would be 
time, it is high time, that one of those 10 be made available so that you 
can get competitive bidding, rather than be in the position that ne 
you are ready for another X units, in the case of the 355 units, and 
then subsequently 400 more, and I understand now another 460, you 
only have one source, and you have paid for that development over 
4 years. 

Mr. Gorvon. You say that at no time did you claim proprietary 
rights. Why not? 

Mr. Prtrez. We felt we got paid for it. 

Mr. Gorpon. You got paid for it. 

Do you think that a policy whereby the Government takes title to 
a development that it pays for and puts it into the public domain so 
everyone could use it would aid or hurt your manent 

In other words, would the fact that it is open to everyone discourage 
you from using it? Or we can ask the question a third way: Do you 
need a monopoly position as an inducement to invest in the production 
of a particular item ? 

Mr. Perirez. No. We would like to have it. But I do not think 
that anyone really relies on the patent, as such. 

What they rely on is the know-how and the start that they get on 
the rest of the industry, and once they have got the start they main- 
tain the lead by continually improving or getting other items out. 

I do not think the patent, as such—of course, there are exceptions 
to it—but the patent in itself has ever made any one industry. 

Mr, Ansperry. Mr. Peirez, is there any reason why drawings and 
data should not be furnished at the beginning of one of these contracts 
at the time you go into production? Wouldn’t it be a simpie maiter 
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to duplicate the drawings and furnish them to the Government at 
that time? 

Mr. Petrez. Yes, you can, but I do not think you have got enough 
warehousing space for the drawings you have got piled up. It is 
quite a problem with the Government agencies. 

But there may be another way to do it. Since at least. all the con- 
tracts I know of, and I do not know of any that are written without 
requirements for drawing and data, and so forth, since the costs of 
that are already in there, if you were to say and make part of any con- 
tract a requirement that such information be furnished on request 
and, in fairness to the contractor’s convenience, to be limited to maybe 
5 times that you can request it, maybe 10 times, I am convinced that 
that would not raise your price any, particularly if it was clear that 
the information furnished at any one stage or any one time at any one 
period was the best information the contractor had available, and 
without any recourse to the contractor; and you would not have to 
load your warehouses with drawings or anything else. 

When you are in a stage of development and it is 1 year or 2 years 
or 6 years old, and you people think it is time for competitive bidding 
or that you want to get more than just one source in on it, and you 
think you have got a competitor with some know-how—obviously not 
all the know-how that the one outfit that has been working on it all 
along would have—and you were then in a position to call for that 
information, get it, and lay it out on the table so that two or three or 
four competitors could come in and look at it, you would get a much 
more intelligent bid, and you would keep—and I mean us and any 
other contractor—on his toes. He knows then that someone else is 
looking at it with a half-intelligent eye anyway. 

Mr. Gorvon. Yes. 

Mr. Ansserry. This rather simple change in contract then would 
obviate this problem you have been encountering over all these years? 

Mr. Perrez. I do not think there is any simple cure, but it cer- 
tainly would add considerably to your competitive situation. You 
would create one. 

You would also open the door, I think, to small businesses or small 
groups of small business people who, combined together, could tackle 
one item that they cannot, that no one individual can, because your 
systems program is—without a question in our minds, and of all the 
smal] business people we know—the death knell for smal] business. 

As a matter of fact, we have definitely planned to get out of Gov- 
ernment work for this reason. There is no longer any such thing 
as a camera, and I think it is the last to fall. It is a complete system, 
and it is becoming, either the airframe or the airplane maker or the 
missile maker who becomes the manager for the entire unit, and then 
goes out and hires a number of subcontractors and, fortunately, or 
unfortunately, we have reached the stage where we definitely decided, 
oh, I would say, 15 years ago we would not do any more subcontract- 
ing work, and since we can afford to take that position, we are going 
to. 

I know we would rather go to work than work on subcontract. We 
just do not like it. ok 
Senator Lone. What do you dislike about working on subcontract ? 
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Mr. Perrez. Well, we do not like the ups and downs; we do not 
like the fact that we do not know when or why a change is being 
made. 

Senator Lone. Would you give me some idea of what you mean by 
that ? 

Mr. Petrez. Well, I will be specific in these units. 

There is talk that the 20 camera is going to become part of a system. 
We are happy to take the 20 as a complete camera. The 20 is bought 
from us or anyone else as a camera. The electronics are bought from 
an electronics firm and the platform or vehicle and, incidentally, all 
of this is based on carrying just this camera which, in effect, is the 
fire control or the firepower, takes the picture rather than lets loose 
the warhead. 

Under the systems program we will have no freedom to decide how 
or when the camera should be made; we will be responsible to one 
company who, if in their wisdom they feel that the camera should be 
made of such type and style and size because the platform or the 
electronics or some other section of it requires these changes. From 
an overall basis they may probably be right, and it is easier for them 
to say, “We don’t care how you get it done, but you make this camera 
to conform to what we think it ought to do,” we just do not want to 
go along with that idea. 

Mr. Gorpon. As a subcontractor do you get to retain patent rights 
to any inventions made under a subcontract 

Mr. Prtrez. We were subcontractors at one time or rather, let us 
say we were contractors on a contract basis, we would take items. We 
retained the right to use it ourselves. 

As a matter of fact, I think in 1938 we worked with Canada Dry, 
and I forgot, we were permitted to use the idea that we developed, 
and they paid for all the time and, I think, they were very liberal in 
that. We were permitted to use it on anything else we were working 
on, but nothing in competition with Canada Dry. 

Senator Lone. In view of the experience you have had in patent 
policy and in dealing with Defense, what would your recommenda- 
tions be? Would you have a suggestion to make as to how you think 
the patents resulting from an R. & D. contract ought to be handled ? 

Mr. Perez. I think—I do not know, I may be the wrong man to ask 
this of, Senator, because I do not think the patents in and of them- 
selves are the prime factor. 

I think it is the size and control on an overall basis that makes it 
impossible to compete. 

I think that you can see that you are rapidly getting to a point where 
you are limited to two or three companies practically in the case of— 
well, take the missile program or rather that section of it that comes 
under combat surveillance, which is the Signal Corps. 

You are limited to two or three companies. Republic went into it 
not long ago, and Rheem, and I think you have got another one in it. 
I think you have two companies or three, at most, and the general size 
and structure is such that I do not think the patents enter into the 
picture at all. 

I do not see how anybody but two or three can compete and I think 
that this weapons system program is going to bring this to a point 
where there is no question that there will be just two or three left 
in any one field. 
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Senator Lone. Do you have any suggestions as to how the Govern- 
ment policy might be modified so that more businesses could compete 
in research and development as well as production contracts? 

Mr. Petrez. I think, sir, that if it were necessary for any contractor 
to disclose, not necessarily disclose the patents, as such, but to disclose 
that in his bid, were so many patents, that he was or was not charging 
for these patents, that thereafter, after the award, that anything that 
developed would be disclosed to the Government, that if it was a nor- 
mal development and covered by the cost of the contract it belonged to 
the Government; that if it were something that was developed during 
the life of the contract, but by some other division or department or 
some other area of that company, and on their own funds, and this can 
happen, of course, and does, that some equitable compensation were 
given to them since this is being used in the existing contract, that 
thereafter these items, as I said before, were available when the Gov- 
ernment called for it for competitive purposes, and that the rights to 
use all items for which the Covetnasent has paid were given to the 
Government, and only for Government use, and that all commercial 
rights were completely preserved that, I think, would make consider- 
able progress. 

So that I will be a little clearer on it, if patents are in existence to- 
day prior to an award, you are told that these patents will or will not 
be used. If they are being used you are told how much you are being 
charged for them; that any thing being developed during that con- 
tract is either paid for by the contract or that you are charged for it 
if it is not being paid for by the contract. 

Thereafter you have the right to use this for Government use only, 
and in no event turn it over for commercial use. I think that is more 
than adequate protection, and I do not think you will be paying for it 
time and again. 

Senator Lone. Thank you very much, Mr. Peirez. 

Mr. Peirez. Thank you. 

(The prepared statement of Mr. Peirez follows.) 


PREPARED STATEMENT OF LOUIS PEIREZ, PRESIDENT, VIEWLEX, INC., 
Lone Isxanp City, N.Y. 


We are submitting a statement in accordance with requests, i.e., your Novem- 
ber 19 letter and telephone conversation with your Mr. Ben Gordon on No- 
vember 17. 

We agree with your statement “* * * that the liberality of some Federal 
agencies in granting patent rights to the large firms working under Government 
research contracts automatically and unnecessarily rewards the giants of 
American industry at the expense of their smaller competitors.” As a matter 
of fact, it is our opinion that the situation is much worse and that the selection 
of several large companies as suppliers of complete systems will result in a very 
limited number of “giants” controlling materials required for defense. 

It appears to us that the will of Congress is actually reflected by those that 
administer the various agencies. It is our firm opinion that what Congress and 
the administration wants accomplished is accomplished. It is our opinion that 
to date the administration has favored big business, mergers, control by a few 
and, in general, the “trickle down” idea. Bill S. 500 seems to continue this type 
of practice. 

We have had several specific situations wherein technical knowledge was 
represented to us as being of a proprietary nature despite our contention that 
this technical knowledge was a direct result of Government-financed contracts. 
For example, Hycon Manufacturing Co. had and still has a number of contracts 
with the Government for the design, development, and production of the KA-20 
camera, A considerable amount of Government funds was spent with Hycon 
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before the first camera became available. It is our considered opinion that 
this aerial camera was developed under Government-financed contracts and 
would not have been produced for or by private industry. 

For several years we knew of the requirements by the Government for the 
KA-20 camera and associated equipment. We made various attempts to obtain 
technical knowledge of the KA-20 camera so that we could bid on a competitive 
basis. Drawings were not available. Models were not available. Information 
was not available. Offers to visit any location where a KA-20 camera could 
be inspected were of no avail. 

There were no security problems. We are convinced that each Government 
employee involved made a conscientious effort to make the information avail- 
able so that competitive bidding could be accomplished. As a matter of fact, 
expressions of opinions by various Government personnel indicated that require- 
ments had to be “sole sourced” because of nonavailability of information for 
competitive bidding. 

In view of the fact that every Government contract requires complete detailed 
information, i.e., drawings, literature, technical data, manuscripts, spare-parts 
provisioning, it seems most peculiar that no technical information could be made 
available after several years of development, after delivery of a number of pro- 
totypes, production samples and, in some instances, production quantities. 

Our persistence in following this matter finally resulted in creating a competi- 
tive situation for a quantity of 355 KA-20 cameras on a negotiated basis. 
Finally we obtained contract No. DA-386—039-SC-66495, dated June 30, 1958, for 
855 KA-20 cameras. We did obtain a GFP model for guidance purposes from 
the Government. We were unable to obtain any drawings for quite some time 
thereafter. 

Shortly after receipt of a contract for the KA-20 cameras we made every 
effort to obtain complete technical data from the Government. This was simply 
unobtaintable because Hycon had not supplied such data which should be and 
probably is required under their various contracts with the Government. It ap- 
pears that Hycon took the position that certain items in the cameras were 
proprietary and that Hycon would furnish neither drawings nor technical in- 
formation. We know that various Government personnel, both civilian and 
military, made serious efforts to induce Hycon to supply the information. We 
know that the various Government personnel expressed their surprise to Hycon, 
the opinions that such information was paid for by the Government in the con- 
tract, etc. Apparently Government personnel were unable to obtain the neces- 
sary information. 

Thereafter we contacted Hycon and were unable to obtain any satisfactory 
arrangement to use the technical knowledge already established by Hycon at 
what we consider Government costs. We made this position clear to Hycon 
officials. The best that we could get was a statement to the effect that Hycon 
would release information only upon an agreement wherein we would pay 7% 
percent royalty on the total dollar value of the contract. 

It should be noted that Hycon was fully aware of the fact that all we were 
interested in was the valve which is a component of the camera and represents 
approximately $30 of a total cost of $1,800 per camera. It should also be noted 
that the valve was not satisfactory insofar as the Government was concerned 
and that part of the requirements of the contract placed with us was that the 
problems encountered in the value to date be remedied. Hycon was aware of 
this. Hycon was aware of the value of the valve, the failure of the valve to 
meet contract specifications, the cost of the camera, the position of the Govern- 
ment. Despite this, Hycon insisted upon 71% percent royalty on the total dollar 
value of the contract. 

Hycon Manufacturing, its affiliates or subsidiaries, appear to be “war babies.” 
It appears that they started in business in 1946 as a result of the defense re- 
quirements. It appears that their entire business is based on military require- 
ments. From the statistical information available to us it appears that all of 
their operations, V-loans, tax benefits, ete., are a direct result of defense re- 
quirements. There seems to be little room to accept any proprietary claims or 
interests that could have been financed by private capital in the case of Hycon. 
We have several suggestions that could very easily eliminate such situations 
from occurring again in the future. 

Another specific example of the control of proprietary interests is that of 
lenses used in aerial cameras. We were awarded contracts Nos. AF-33-—600- 
35785 and AF-38—600-38018 totaling 492 KS-36 cameras at an approximate price 
of $3,300 each. Each camera was required to be supplied with three lenses, i.e... 
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one 6-inch, 12-inch, and 24-inch lens. The approximate value of the three lenses 
was $1,100 each unit, one-third the total dollar value of the contracts. 

Immediately after obtaining the first contract we began to look into the prob- 
lem of lenses. We were aware of the fact that the Government had spert con- 
siderable amounts of money with Eastman Kodak and other lens makers in 
developing aerial-camera lenses and for the purpose of being in a position to 
have lens sources available whenever needed. After many telephone calls and 
visits with various personnel in Washington, Fort Monmouth, and Dayton we 
were able to locate some of the information but not technical details. 

Eastman Kodak and Bausch & Lomb were extremely careful in their approach, 
indicated that certain information was available, that such information had been 
supplied to the Government, that certain Government-owned tools were available, 
but would not supply technical details, drawings, etc. 

We worked with several smaller optical companies capable of producing lenses. 
We finally were able to place an order for our lens requirements at what we 
considered a reasonable price with Wollensak Optical Co. in Rochester. We 
understand that it was necessary for Wollensak to arrange to pay a license fee 
to Eastman Kodak in order to manufacture some of our lenses. It is our recol- 
lection that Eastman Kodak indicated by letter to us that tools made under 
Government-financed contracts were available, that lenses could be made by 
Eastman Kodak with permission of the Government to use such tools, ete., but 
the conditions and prices made this completely impractical. 

Since we have been unable to collect all of the information concerning lenses 
for the KS-36 camera within the alloted time, we feel it advisable not to go into 
further detail until we can get more specific information. We hope to have this 
available for you in the near future. 

We readily agree that in the case of Eastman Kodak and Bausch & Lomb 
there is some justification for the “zealous guarding” of “trade secrets” and in- 
sisting on proprietary rights. Certainly there is no question that both companies 
earry on independent research and development paid for by company funds. 
The ability to draw a clear line of demarcation as to which is and which is not 
Government financed can become complicated but is readily solvable in our 
opinion. 

Another instance of control by proprietary interests is that of the KA-30 
camera system. This has been in development for approximately 4 years. 
Drawings are not available. Models are not available. Neither specifications 
nor even meager details are available. Deliveries have been made, some Gov- 
ernment agencies have units for service tests, but every effort to obtain infor- 
mation meets with complete failure. 

Rumors regarding the KA-30 system and the handling of the entire matter 
so that only one contractor, i.e., Chicago Aerial Industries, remains the sole 
source on a noncompetitive basis have been rife. In view of the fact that the 
entire camera and system was developed under Government contracts and funds 
it seems odd that the technical knowledge, drawings, and other information 
which makes possible competitive bidding has not yet been accomplished. It 
is peculiar that the specific instances quoted herein all emanate from the same 
Agency, i.e., Combat Surveillance Division, but this is probably coincidental. 

Mr. J. E. Welch, Deputy General Council of the U.S. Government Accounting 
Office, delivered the views of the GAO on subcontractor’s problems under the 
“Weapon System Concept and Related Purchasing Policies and Procedures” on 
October 8th, 1959, at Monterey, Calif., in his talk Mr. Welch said, “To further 
develop the point on the effect of weapons-system concept on the competitive 
structure of our defense industry, it is necessary to examine the question of 
proprietary rights and how this problem could adversely affect the Defense 
Department’s control over technical characteristics and quality of defense pro- 
curement. Under more conventional methods of procurement, i.e., where the mili- 
tary department retains primary responsibility over design and development of 
a weapon or a weapons system, the Department contracts directly for major 
subassemblies, systems, and subsystems with the result that a large number 
of suppliers participate in the development of a particular weapons system. Thus, 
many firms are given an opportunity to do research work and expand their 
capabilities in both military and commercial production. Broad participation 
increases the likelihood of more rapid advancement in the state of the art. 
These firms generally have no hesitancy to disclose to the military department 
their designs, drawings, manufacturing processes and other technical infor- 
mation relating to the item being produced or developed. They know that new 
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scientifie discoveries and techniques developed through the use of Government 
funds are generally made available for the use of American industry and that 
the Department of Defense will or should take reasonable precautions to respect 
their proprietary rights on any manufacturing processes or patents developed 
for application in their manufacture of commercial goods. . 

While the protection of proprietary rights has created some problems in the 
past, a procurement concept which tends to shift the administrative responsi- 
bility for design and development of large complex systems from the military 
to a few prime contractors may now present an entirely different situation. 
Can the system prime contractor be relied on to protect the proprietary rights 
of his subcontractor? Will the system prime contractor expand or constrict 
the distribution of research and development funds? 

The practice of pirating or proselyting technical skills and knowledge has 
always been a possible evil in competitive indutry. There is serious question 
as to whether or not tendencies to monopolize advanced skills and manufactur- 
ing processes through the proselyting of subcontractor technical information 
and knowhow might tend to discourage subcontractors from participation in the 
defense effort and thus the base for technical advancement would be narrowed. 
Can the military departments afford to abdicate their responsibilities in this 
area? Reluctance on the part of subcontractors to disclose technical informa- 
tion, cost and pricing information, and other proprietary information could 
lead to inferior products at exorbitant prices and a gradual deterioration in the 
competitive structure. 

The second question concerning the distribution of research and development 
funds is, of course, closely related to the first question of protection of pro- 
prietary rights of subcontractors. It is a problem involving competition. A 
company that develops a device under a Government contract may retain com- 
mercial patent rights although yielding to the Government a royalty-free license 
to have the item manufactured for military use. The company may have to 
spend additional sums of money to adopt or develop a military item for com- 
mercial use, yet a Government research and development contract often enables 
it to investigate fields that would be too expensive for them to explore with 
their own resources. Can system prime contractors be expected to show im- 
partiality in the selection of subcontractors to engage in research in competitive 
fields? The channeling of all this patent potential to a few major system prime 
contractors could lead to monopolistic trends. It would appear that if the mili- 
tary departments are to let their inhouse capabilities lag to the point of letting 
major prime contractors dominate the field of design research and development 
of advanced and complex systems the U.S. Government would be contributing 
to these trends rather than striving to prevent them. While a few of the large 
companies may possess extremely high capabilities for advancement in scientific 
endeavors, it is doubtful that the effort of the same few companies would be as 
effective as the combined efforts of a much larger segment of industry achieved 
through employment of the forces of full, free, and open competition.” 

We have purposely quoted Mr. Welch directly to avoid any question of taking 
statements out of context. We urge that you consider carefully the additional 
avenues you are opening to abuses by contractors for the many reasons indicated 
by us previously. 

Hearsay or rumors are dangerous and we prefer not to quote such items. 
However, complete records and documentation is readily available to you. We 
feel that you would be well rewarded if you were to take one situation and look 
into it from its inception. Interoffice memorandums, notes, differences of opin- 
ions and methods of procurement on the KA—20 camera should be most interest- 
ing to you. For example, you will find that despite the efforts of many Gov- 
ernment civilian employees to place contracts for the KA-20 on a competitive 
bidding basis, awards were made continuously on a sole-source basis to Hycon 
until the first award was made to us on a negotiated basis. Your study of this 
case will further indicate that on a subsequent award made to Chicago Aerial 
Industries, again on a negotiated basis, the necessary technical information was 
not yet available to the Government insofar as Hycon was concerned. You will 
find, however, that we, Viewlex, had supplied complete drawings including the 
development of a new valve and other items. You will also find that we had 
more right to claim proprietary interests on the valve and several cther items 
since we had taken the contract on a firm fixed-price basis. You will find that 
at no time did we claim proprietary rights. 

You will also find that we suggested an IFB type of bid and that we formally 
protested continued negotiated type of awards. You will find that there was a 
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considerable difference of opinion as to how these cameras should be procured 
between various Government agencies and that one or more agencies insisted 
on IFB competitive bidding but was overridden and that authorization to pro- 
cure first on sole source and finally on negotiated bids was issued. 

The inherent dangers in the present weapon system procurement program are 
apparently minimized and appear to be completely ignored. Mr. Welch has 
clearly stated some of the dangers that exist in this program. There can be no 
question that under the weapon system procurement program almost all de- 
velopments wil be controlled by the few “giant” industries. There will be no 
way for the Government to determine which items were developed by the various 
independent subcontractors. As a matter of fact, there is serious doubt as to 
whether there will be any part under this program for independent subcon- 
tractors and even more so in the case of small business. 

Under present Government procurement methods drawings are required. 
However, drawings are generally furnished only after completion of the contract. 
The purpose of this is to assure the Government of obtaining the very latest 
drawings complete with revisions, changes, etc. This may be excellent in theory 
but works to the extreme disadvantage of the Government. When the interest, 
and in some cases the avarice, of the individual contractor is taken into con- 
sideration, drawings are furnished at the latest possible date so that informa- 
tion will be kept from the Government and the public for as long a time as is 
possible. 

To summarize, there are several methods of protecting the Government. The 
“shotgun” or “cure all’ method of simply declaring by congressional act, Execu- 
tive order, or by any other legal means that there will be no consideration given 
to prorietary rights is undemocratic and unnecessary. The simple and proper 
method is to ask for a clearcut statement from every contractor prior to award 
as to what proprietary rights exists and will be used in the completion of the 
award under consideration and what portion of the costs represents such pro- 
prietary rights. In addition, each contractor should be required to state that any 
item developed thereafter that has any proprietary rights will be disclosed to 
the Government immediately. Further that such proprietary items that were 
developed during the life of the contract were either developed as part of the 
contract and are absorbed in the charges under the contract or were developed 
independently of the contract and at company costs. Further that in the event 
the item is developed a company costs, the item is being supplied on either a no- 
cost basis or at some nominal sum. In addition, each contract should contain 
a clause stating that the Government has a right to all technical information 
and drawings at any time requested. In other words, such technical informa- 
tion and drawings must be furnished during any stage of the contract so that 
the Government will be in a position to supply such information to other con- 
tractors for competitive bidding purposes. In fairness to the contractor it should 
be stated that the information and drawings supplied are not guaranteed to be 
accurate and are without recourse to the contractor as to accuracy. A limit 
to the number of times such information can be requested by the Government 
would eliminate any questions as to costs. A limit to a nominal number of 
times (i.e., 5 or 10 times) during the life of the contract would not in any way 
increase the costs if made known at the time of bidding. Further it would 
eliminate the need for the Government of having voluminous correspondence 
and drawings on hand since it would be necessary to call for such information 
only as required. 


Senator Lona. I believe we will have time to hear Mr. Harry Stern 
of Action Manufacturing Co. 
I will ask you, Mr. Stern, to just proceed and read your statement. 


STATEMENT OF HARRY STERN, PRESIDENT, ACTION MANUFAC- 
TURING CO., PHILADELPHIA, PA. 


Mr. Srern. Thank you, Mr. Chairman. 

Action Manufacturing Co. is a small business situated in the north- 
east section of Philadelphia and employing approximately 125 men 
and women. We are primarily engaged in producing electro-mechan- 
ical mechanisms and instruments and in the overhaul and repair of | 
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aircraft instruments. Our business was established in 1946 and has 
been operating since this inception. 

The president and writer of this statement, namely, Harry Stern, 
is a journeyman toolmaker and a graduate mechanical en 

The purpose of this report is to bring to the attention of the proper 
people the difficulties experienced by our company, as well as other 
small businesses, in competing with the original manufacturers of air- 
craft instruments for the overhaul and repair of these aircraft instru- 
ments. The major reasons for our inability to compete in the overhaul 
and repair of certain instruments is due to the difficulty or impossi- 
bility of obtaining replacement parts and/or test equipment to meet 
the required Government delivery dates. Failure to meet the Gov- 
ernment delivery dates has been the basis for rejecting our proposals 
or proposals by manufacturers in the same situation as our com- 
pany. Asa result of the long delivery dates promised by the manu- 
facturers of these instruments who are in the only position to supply 
these parts and test equipment and due to the claim of some of these 
manufacturers that they have proprietary rights, a situation exists 
which is untenable as far as we are concerned. This claim of pro- 
prietary rights either results in an outright rejection to sell replace- 
ment parts and/or test equipment or the delayed delivery seems pur- 
posely designed to cause rejection of our proposal by the Government 
who has previously established the required delivery dates. 

We believe that the Government has financed the majority (if not 
all) research and development work on the aircraft instruments for 
which we are trying to receive contracts for the overhaul and repair 
and that the claim of proprietary rights are strictly in the hands of 
the Government. It is inconceivable that any company would or 
could undertake the expenditures of millions in the development of 
an aircraft instrument based on the hopes of ultimately selling it to 
the Government or private industry. We believe that all of this re- 
search and development would be contracted by the Government 
through prime or subcontracts and therefore all developments, de- 
signs, parts drawings, tooling, specifications, test designs and test 
equipment, all belong to the Government and, if not turned over to 
the Government completely, should be available upon Government 
request on the behalf of the Government or on the behalf of an air- 
craft instrument overhaul shop contracted to do the overhaul and re- 
pair for the Government. 

A monopoly in this situation is a simple matter where the manu- 
facturer of the original equipment controls both the parts manu- 
facturing and the retention of the test equipment design because any 
aircraft instrument overhaul shop would have to go to these firms 
and these firms only to purchase all parts and test equipment. By 
giving the overhaul shop unrealistic deliveries (if any) and by es- 
tablishing exorbitant prices for their test equipment, if they enter- 
tain any desire at all to sell this equipment, they automatically dis- 
qualify any overhaul shop other than their own due to the inability 
of their competitors to obtain parts or equipment on time to meet the 
required deliveries (see Kollsman Instrument Corp. letter dated 
August 18, 1959, and our letter to them dated July 13, 1959). 

Senator Lona. I will have the reporter insert your exhibits at the 
end of your statement. (See exhibit II, beginning p. 47.) 
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Mr. Stern. Yes. 

Senator Lone. Go right ahead, sir. 

Mr. Stern. This maneuver by certain of the original equipment 
manufacturers does not permit any company to compete with them 
for the overhaul of aircraft instruments if they wish to exercise the ad- 
vantage of their monopoly. For, by forcing the Government to dis- 
qualify all bidders, due to the inability of small business firms to ob- 
tain the necessary repair parts, components, or test equipment from 
the only and single source, they alone can receive the award. It is 
therefore obvious that either the original equipment manufacturer 
should (1) not overhaul instruments or (2) not manufacture parts or, 
(3) turn over the parts prints to the Government (which has nor- 
mally been paid for by the Government) for reissuance to other 
manufacturers so that they can produce the parts and test equip- 
ment competitively. 

The original instrument manufacturer should be forced to com- 
pete on both the furnishing of parts and test equipment in the over- 
haul phase, although it is the writer’s belief that small business con- 
cerns can do a much more effective job in the overhaul and repair of 
aircraft instruments and other instruments from both the delivery 
and cost factors. Also it is my belief that the Government should re- 
ceive all the data for which it has paid and the right to go back to the 
original manufacturer in order to obtain any and all information in- 
advertently left out of the technical order manuals giving details on 
the overhaul and repair of these instruments as part of the original 
package. This information should be made available to the competing 
instrument overhaul shops at no cost so that in preparing a bid the 
instrument overhaul shops can give firm and fair prices. Further- 
more, parts prints should be made available at all times so that the 
original manufacturer is forced to compete with other parts sources. 
Test equipment design (and test equipment made by the manufacturer 
with Government funds) should be available at all times so that the 
Government can be assured a competitive price and a reasonable de- 
livery. In other words, once the Government has procured the orig- 
inal overhaul instrument or instruments from the instrument manu- 
facturer all “know-how,” equipment, design, and subsequent changes 
and improvements should become the property of the Government and 
be made available to firms interested in the repair and overhaul of 
aircraft instruments, where it is in the interest of the Government to 
do so. The claim of proprietary rights by many manufacturers is not 
valid and if checked into carefully, regarding the means by which 
these so-called proprietary rights were developed, would reveal in 
many cases that this company does not have any proprietary rights 
and that all proprietary rights rest with the Government. 

The claim of proprietary rights creates a monopoly, tends to elimi- 
nate all competition, and places the Government in a position to 
accept all terms and conditions established by the original instrument 
manufacturer. This contributes to higher costs, longer deliveries, 
and may jeopardize the security of our Nation. Furthermore, this 
monopoly created by a claim of proprietary rights forces the Govern- 
ment to go back to the original manufacturer who can name his own 
price, his own conditions, and his own delivery, if at all interested in 
doing so. It can force the Government to give them all its overhaul 
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and repair work at the price and conditions they name. But, effect 
on small business is absolutely devastating and in many cases catas- 
trophic because there is no opportunity for the small business to com- 
pete with all the odds stacked against it. 

Enclosed is attachment A, illustrating a typical claim of proprie- 
tary item which is in reply to our letter dated 13 July and marked 
attachment B. Attachment C is a typical answer to our request for 
quote on aircraft instrument parts from the original manufacturer. 

Experience has shown that in many cases where Government assist- 
ance is solicitated by us we can obtain delivery within 10 days where 
original promises were made for delivery within 6 months. Attach- 
ment D isa statement submitted to small business with our certificate 
of competency form after having been rejected by the Air Force office 
for our inability to meet required delivery on the proposal and attach- 
ment E is a copy of a rejection given us by small business which was 
based on our inability to obtain parts and test equipment from General 
Electric Co. in sufficient time to meet the deliveries. Although we 
were the low bidder we were disqualified. Attachment F is a list 
of some firms who have cooperated with us in obtaining parts and test 
equipment. 

Is it necessary to read the exhibits ? 

Senator Lone. I believe we will put those in the record at this point. 

(Exhibits submitted by Mr. Harry Stern follow :) 


Exuisit II 
(Attachment A) 


KOLLSMAN INSTRUMENT CORP., 
SUBSIDIARY OF STANDARD Cott PRopUctTs Co., INC., 
EHimhurst, N.Y., August 18, 1959. 
Re your letter dated 7-13-59. 
ACTION MANUFACTURING CO., 
Philadelphia, Pa. 
(Attention of Mr. William D. Dugger, Instrument Supervisor ) 

GENTLEMEN: In reply to your referenced letter please be advised that we 
cannot supply you with the information you request, due to the fact that the 
items of test equipment in question, are proprietory to Kolisman. 

Please be advised that each of the units utilize Kollsman synchros which 
are absolutely necessary for the operation of the equipment. The 120-day de- 
livery date which was given to you for the test equipment is predicated on the 
lead time required for these synchros. 

We have brought your problem to the attention of our repair department, and 
they have indicated that they would be receptive to repairing these items for 
you. 

If you desire any further information concerning this matter, please do not 
hesitate to contact us. Repair information requests may be directed to the 
attention of Mr. J. V. Connelly. 

Very truly yours, 
KOLLSMAN INSTRUMENT CorpP., 
W. ANDERSON, 
Manager, Spares Support. 


(Attachment B) 
JULY 138, 1959. 
Mr. W. ANDERSON, 
Kollsman Instrument Corp., 
Elmhurst, N.Y. 


DEAR Mr. ANDERSON: We have a prime contract with the Air Force for the 
overhaul of aircraft instruments of your manufacture. This is an altitude 
synchrotel indicator, Kollsman Part No. A25561 04 001. 
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We have all of the test equipment required for the overhaul of this item except 
for the synchrotel null setting equipment, Kollsman Part No. 6721-0005. Ina 
telephone conversation with your Mr. Al Belliveau, he indicated that the sche- 
matics or drawings sufficient for us to make a mockup of this test equipment was 
available and he would send this information to me. This is more than I had 
hoped for and I was looking for this information to arrive by mail. 

Failing to receive these specs, I called Mr. Belliveau today to see if he had 
sent them. Mr. Belliveau said that this test equipment had become obsolete and 
that he had information on the newer piece of test equipment that he would send 
me after he cleared with his supervisor Mr. Tony Mule. Mr. Mule then spoke 
with me and said the information was not available because it is a proprietory 
item. This stops me; I cannot proceed with the overhaul until I have this infor- 
mation. We would buy the test equipment from Kollsman except the delivery 
date is 120 days. We would be delinquent on our delivery schedule to the Air 
Force. Also we only have a small quantity of instruments to do and I don’t 
think this null setter has a general application for other instruments. 

This test equipment is not obsolete for our use and I would sincerely appreci- 
ate any assistance you could give us in providing the information needed to 
adequately test this instrument. If there is an alternate piece of test equipment 
that could meet the same requirements perhaps you could offer some help in that 
way. 





Very truly yours, 

WILLIAM D. DUGGER, 

Instrument Supervisor. 
(Attachment C) 
GENERAL ELECTRIC, 

APPARATUS SALES DIVISION, 

Philadelphia, Pa., April 3, 1958. 
Your proposed order 8088, our file 320-3—7091 


ACTION MANUFACTURING Co., 
Philadelphia, Pa. 


(Attention of Mr. Lester R. Rubin, purchasing agent.) 


GENTLEMEN: In response to subject request, we regret that we are unable to 
consider an order for aircraft instrument parts and must, therefore, offer no 
quotation. 

Consistent with our policy on aircraft instruments, this would have to be our 
response to any other current or future inquiry for aircraft instrument parts. 

On existing orders that you may have, we would suggest that you take action 
to secure the required parts through military channels since they would be readily 
available to them. 

Very truly yours, 
BH. J. Woon, 
AVIATION & DEFENSE INDUSTRIES SALES, 
By W. C. Rabe. 


(Attachment D) 
Ocroser 7, 1959. 

The following letter was submitted to the Small Business Administration, with 
a request for certificate of competency : 

General Electric Co. was contacted by our facility in the presence of Gov- 
ernment representatives from Middletown, and we were promised a delivery of 
approximately 6 months. This delivery, they assured us, would be the same 
for the Government, any competitors of ours, as well as for us; therefore, no 
better delivery can be obtained by any other facility. The Government has, 
however, offered us assistance in expediting delivery of these parts after receipt 
of this contract, consequently, an improved delivery may be gotten. 

There is no doubt from the conversation with General Electric Co. that no 
other company could provide the Government with any better delivery than we 
can. The Government recognizes this problem and has therefore offered their 
cooperation in helping us with the acquisition of these parts after we receive the 
-award of this contract. 





: 
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(Attachment E) 


SMALL BusINESS ADMINISTRATION, 
Philadelphia, Pa., October 14, 1959. 
ACTION MANUFACTURING Co., INC., 
Philadelphia, Pa., 
(Attention of Mr. Harry Stern, president.) 


GENTLEMEN: Reference is made to your application for a certificate of com- 
petency, COC-III-—223, relating to the proposed procurement under RFP 36-600- 
60-5068, issued by the Middletown Air Material Area, Olmsted Air Force Base, 
Pa., for repair of Air Force instruments. 

The Small Business Administration has given careful consideration to the 
application of your firm for a certificate of competency, and finds no sufficient 
reason for reversing the decision of the contracting office . Consequently, this 
Agency has declined to issue a certiJcate of competency in behalf of your firm. 

We regret that conditions present do not justify issuance of a certificate of 
competency in this instance. I trust that your company will continue to avail 
itself of the many small business aids offered by this Agency, and hope that we 
may be of service to you in the future. 

Sincerely yours, 
L. M. Barcy, 
Acting Regional Director. 
(Attachment F) 


ACTION MANUFACTURING Co., 
Philadelphia, Pa. 


The following is a list of noncooperating firms: 
Cadillac Gage Co., Detroit, Mich. 
General Electric, Philadelphia, Pa. 
Kollsman Instrument Co., Elmhurst, N.Y. 
Moog Valve Co., Ine., East Aurora, N.Y. 
G. M. Giannini & Co., Inc., Pasadena, Calif. 
Avion Div., ACF, Paramus, N.J. 
Airesearch Mfg. Co., Los Angeles, Calif. 
Bendix Aviation Corp., Montrose Div., South Montrose, Pa. 
Western Electric Co., New York, N.Y. 
The following is a list of firms who have been cooperating in supplying parts, 
information, and test equipment: 


Jack & Heintz Sperry Gyroscope 

U.S. Gage Karnish 

Fairchild Camera Kearfott Co. 
Minneapolis-Honeywell Liquidometer Corp. 
Harris Radiator, Div. General Motors Surface Combustion Eng. 
R. C. Allen 


Senator Lona. I want to ask you a question. Let me see if I under- 
stand this. Your business is engaged in overhauling and repairing 
instruments, if I understand you correctly ? 

Mr. Stern. We actually have three divisions. We build mecha- 
nisms like fire control instruments for tanks for the Government, like 
periscope mounts, superelevation transmitters, and other similar items. 

We also make artillery fuses. 

Senator Lone. What kind of fuses are those? Are they mechanical 
or electrical ? 

Mr. Srern. Mechanical fuses. 

Senator Lone. What else do you do? 

Mr. Stern. Of course, we have the overhaul instrument department, 
overhaul and repair. ; 

Senator Lone. How many people do you have engaged in your in- 
strument overhaul repair department ? 
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Mr. Stern. Approximately 25. 

Senator Lone. Twenty-five ? 

Mr. Srern. That is correct. 

Senator Lone. When you have to repair an instrument, I take it, 
you bid on that work; do you? 

Mr. Srern. Yes. 

The normal procedure is the Government usually puts out a proposal 
to those who are qualified, and we are one of the qualified overhaul 
shops, and they make reference to certain technical orders and manuals 
which have been compiled primarily for the overhaul and tests of 
these aircraft instruments. 

Based on what we read in the technical manual, we compute our 
price and we submit a bid on that basis. 

However, we have learned that many of the instruments made by 
certain companies, make it a waste of time to try to bid because they 
will not cooperate. They are in the overhaul business themselves and 
therefore, since they control the part manufacture and the test equip- 
ment, we realize it is foolish. We waste a lot of time trying to com- 
pete with those companies which are indicated on the list shown as 
attachment F (see p. 49). 

Senator Lone. It seems, if I might just read from one of your 
exhibits, that this was the case w here you wanted to get some infor- 
mation about some equipment so you could overhaul it. The manu- 
facturer of the equipment appears to have been the Kollsman Instru- 
ment Co. They say: 

In reply to your referenced letter, please be advised that we cannot supply you 
with the information you request, due to the fact that the items of test equipment 
in question, are proprietary to Kollsman. 

Please be advised that each of the units utilize Kollsman synchros which 
are absolutely necessary for the operation of the equipment. The 120-day 
delivery date which was given to you for the test equipment is predicated on 
the leadtime required for these synchros. 

We have brought your problem to the attention of our repair department, and 
they have indicated that they would be receptive to repairing these items for you. 

If you desire any further information concerning this matter, please do not 
hesitate to contact us. Repair information requests may be directed to the 
attention of Mr. J. V. Connelly.” (See exhibit II, (A), p. 47.) 

It states that copies were sent to Mr. J. V. Connelly. 

What they are saying is, “Sorry, we can’t provide you with the 
information to fulfill this contract: Now, if you w ant to talk to us 
we will be interested in taking your contract over. 

Mr. Stern. That is correct. But actually kee | is a long story be- 
hind the whole thing. 

I cannot say that this particular instrument, but I would venture 
to say, it is my belief, that Kollsman was paid for the development, 
research and development of this particular instrument, and that as 
part of the 





Senator Lone. What kind of an instrument is it ? 

Mr. Srern. It is an aircraft instrument which fits into the panel. 

Senator Lone. Let me ask you, Do commercial planes use it as well 
as Government planes? 

Mr. Srern. No. It takes many years before it sifts down to the 
standard where it is used by commercial planes. In other words, it is 
primarily made for Government usage. 
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Senator Lone. The probabilities are that all of this information 
was paid for by the Government in research contracts / 

Mr. Srern. That is right; and the tech manuals, the manuals 
which are issued, with the instruments as a package are designed 
to help the men in the field, and help on overhaul shops, suc +h as 
ours, to overhaul these instruments after so many hours of flying 
time. 

Now, the Government accumulates these instruments, and puts out 
bids for their overhaul. 

In the technical manuals which have been used with the instru- 
ment they are supposed to contain all the information necessary to 
overhaul these instruments. 

However, reference is made in many cases, depending on the manu- 
facturer, merely to a Kollsman, let us say, part number so and so, a 
piece of test equipment. 

Now, this design which has been paid for, for this test equipment, 
and which is ac tually a part of the pac kage for checking these air- 
craft instruments, should be available to the overhaul shops and, of 
course, to the Government which has paid for it, and should not 
merely be a number which is merely a reference number. 

We are forced to go back to Kollsman to get the data and, of course, 
they claim—and in this particular case—that it is their design and 
their test equipment, and they have proprietary rights and, therefore, 
they do not have to release this information to us. 

Yet you cannot possibly ov erhaul this aircraft instrument without 
that design or without that piece of test equipment. The Govern- 
ment has ‘already paid for it and now the Government has to go back 
to Kollsman and give them the overhaul contract unless there is some 
other way of obtaining this information. Of course, normally the 
prices of the companies who originally m: unufactured the instru- 
ments run anywhere from twice to 10 times the price that it takes 
for a smaller shop to overhaul these instruments. 

Senator Lone. Let us see if I have this straight. Here is a situa- 
tion where the Government paid to develop an instrument, plus an 
instrument to test the instrument. 

Mr. Srern. That is correct. 

Senator Lone. The purpose of testing the instrument is to make 
the original instrument work, to overhaul it, repair it, and see if it 
is working right. 

Mr. Stern. That is correct. 

Senator Lone. But the Government has paid to develop both. 
The Government paid for all of this? 

Mr. Stern. That is correct. 

Senator Lona. If you, as a small businessman, want to compete with 
the fellow who developed this at. Government expense, and make a 
better bid or a better offer to the Government, you are in the position 
that you cannot get control of either the information or the equip- 
ment 

Mr. Stern. Or the parts. 

Senator Lone (continuing). Or the parts that the Government 
paid for, so that you could compete with these people ? 

Mr. Stern. That is right. 
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Senator Lone. The result is that you are left in the position where 
you are completely at the mercy, and the Government is also at the 
merc 

Mr. Stern. The Government is at the mercy. 

Senator Lone (continuing). Of the very people they have already 
paid for the technical information. 

Mr. Stern. That is correct; and, firstline aircraft could be waiting 
on the ground for these instruments, and if a company, a large com- 
pany, should decide they cannot give delivery for 6 months, and since 
they control the part, and since they control the test equipment, they 
ean tell the Government, “You will have to wait 6 months for this,” 
and we may have first-line fighter equipment waiting on the ground, 
waiting for these instruments. 

It therefore jeopardizes our security because the cooperation by the 
various companies controls our own security. 

Senator Lone. Let me see, where is this outfit, this Kollsman 
Instrument ? 

Mr. Stern. Kollsman is in New York. 

Senator Lone. Where is that, New York? 

Mr. Stern. In Elmhurst, N.Y. 

Senator Lona. Well then, if you had some planes, let us say, out in 
Okinawa, and somebody wanted to do some repairing on them, he 
wound have to wait until Kollsman would be ready to send him the 
parts ¢ 

Mr. Stern. That is right. 

Senator Lone. Besides, he would have to comply with their terms 
and conditions? 

Mr. Srern. That is right, unless, of course, the Government creates, 
that is, forces Kollsman to get out of the overhaul business, in which 
case they would merely sell the parts and test equipment. 

There would not be that incentive to control the overhaul phase of 
the instrument, aircraft instrument, business. 

Now the overhaul seems like an insignificant part, but it happens 
to be a very significant part of aircraft instruments because aircraft 
instruments are designed to operate for a certain period of time and 
then they require overhaul, and during the life of an aircraft instru- 
ment it may be overhauled 10 times, depending, of course, on the 
type of instrument, and the nature of the instrument, and the usage it 
has received. 

So that this, what is considered to be an inconspicuous part of air- 
craft instruments, can turn out to be the most important part because 
you have aircraft waiting for these overhauled instruments, and we 
have had many examples where the Government has practically been 
sitting on our doorstep waiting for the instruments to be gotten out 
because there are first-line aircraft waiting in line to put them in 
the air. 

Senator Lone. Would you just give me a good example or, perhaps 
even an extreme example of something that might have happened 
along that line that you know of ? 

Mr. Srern. Just a few months ago we were working on certain air- 
craft instruments, the need of which was so great, I do not think I 
should give too many details. 

Senator Lone. Were there airplanes in the vicinity that needed the 
instrurnents ? 
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Mr. Stern. Yes, that is correct. 

Senator Lone. And they could not be taken off safely ? 

Mr. Stern. Because they did not have those instruments. There 
were none in supply, and they were dependent entirely on our over- 
haul to get them flying. 

Senator Lone. The aircraft were located in the vicinity where your 
shop was? 

_ Mr. Srern. No. I think it was somewhere in the airfields in Texas, 
in our Own country. 

Senator Lone. What was your problem? How long did it take you 
to get the job done ? 

Mr. Srern. We got the job done, but I merely want to point out 
what could exist. We were able to, of course, get these parts through 
certain cooperating companies, and we were able to meet the deliveries 
and get the aircraft off the ground. 

But suppose a situation existed where the same overhaul was in the 
hands of a larger company which controlled every aspect of it and 
they did not want the contract, or said they were too busy, or had a 
different schedule. It would be difficult to get these companies to 
cooperate in the same way that we cooperate even though we do not 
have the control of the test equipment nor the parts. 

Senator Lone. Did you meet your delivery date ? 

Mr. Stern. Oh, yes. We met our delivery date. 

That is an example of where we met our delivery date, but, of course, 
we have instances here, and I have letters, primarily from General 
Electric and Kollsman where we know that since they are in the over- 
haul business, and since they control the sale of parts, and since they 
control the test equipment, we cannot get any cooperation from them. 

The fact is I have in my exhibits one of the letters from small busi- 
ness in which we were turned down, although we were the low bidder 
on General Electric*® instruments, where we could not purchase the 
parts, and they were—well, you can see the letter. I would like to 
read the letter or one of them. 

Senator Lone. Which exhibit is that ? 

Mr. Srern. I believe that is attachment C (see p.48). Itsays: 

In response to subject request, we regret that we are unable to consider an 
order for aircraft instrument parts and must, therefore, offer no quotation. 

Consistent with our policy on aircraft instruments, this will have to be our re- 
sponse to any other current or future inquiry for aircraft instrument parts. 

On existing orders that you may have, we would suggest that you take action 
to secure the required parts through military channels since they would be 
readily available to them. 

Of course, this is not always true because in the preceding exhibit 
we had Government people on the phone with General Electric and 
they told the Government representatives, as well as us, that the 
Government would have to wait 6 months, like anybody else, or any 
of our competitors, for any of these parts. 

Yet we have instances where we needed these parts, and the urgency 
for these instruments was very great, and we utilized the priority 
form through Wright Field and we obtained these parts in 10 days 
through Government pressure. 

So, therefore, these parts were available. But the 6 months de- 
livery causes us 





3 See statement by General Electric, Appendix X, p. 435. 
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Senator Lona. In other words, the parts are available within 10 
days if they want todeliver them. But if they do not want to deliver, 
the parts are not available for 6 months? 

Mr. Srern. I am sure every part is available unless the time is 
6 months—not everything will take 6 months and, of course, realizing 
that our bid is contingent upon meeting the required Government 
dates, required delivery dates and our delivery dates might, say, start 
in 90 days. By telling us delivery of 180 days is the best delivery 
they can give us, we automatically are disqualified because we cannot 
meet the required dates by the Government. 

Senator Lone. I am looking at attachment C here (see p. 48) which 
is the letter signed by Mr. W. C. Rabe. I think that is the letter 
from which you quoted, is it not? 

Mr. Stern. Yes, sir. 

Senator Lone. What were you trying to do there? Repair some 
instruments again ? 

Mr. Stern. That is correct. We needed some parts and they re- 
fused to sell us parts. 

Senator Lone. As far as they were concerned, when they sent you 
this letter that meant you could not bid against them, did it not? 

Mr. Srern. In other words, they wanted to discourage us from 
bidding against them on any type aircraft instruments. 

Senator Lone. Well, was it not a case where it was impossible for 
you to bid against them unless you were in position to manufacture 
these same parts? 

Mr. Stern. In some cases the Government gives us certain parts 
which are available, but we do not find out until after we take the 
instrument apart that there are other parts than those which the 
Government has furnished that are not available from the Govern- 
ment. 

So, consequently, we go to General Electric and we say that we 
need these parts, and we need replacements, and their answer is, “We 
are sorry. We will not sell you parts. We are not interested in 
selling you parts.” 

If they did not have this overhaul phase, if they were forced to go 
out of the instrument overhaul business, then they would be very 
happy to sell us parts because they make their profit in parts. 

But they would like to retain their profit on the original instru- 
ment, retain their profit on the part, retain their profit on the over- 
haul, retain their profit on the test equipment, and not allow any 
competition in their field. 

So you can see that something has to give. They should be forced 
to give up the manufacture of parts so that other people can supply 
the parts, or they must give up the overhaul, over which they have 
such a complete monopoly that it is impossible for any company to 
compete with them. 

Senator Lone. In other words, your position is that it could not 
be any worse than it is so far as the small businessman is concerned, so 
far as the uses made of the know-how resulting from research. Your 
feeling, as I understand it, is that they should not be permitted to 
be in the parts business. the overhaul business, and the eqnip- 
ment business if the effect is to give them a monopoly all the way 


through. 
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Mr. Srern. Yes, and the Government has paid for all this; that is 
what I am getting at. The Government is forced to pay higher prices 
through one outfit, and they have to live up to all the terms and 
conditions of the one company which produced this instrument. 

Senator Lone. Your point is the company has paid—the com- 
pany has been paid the money to develop this piece of equipment. 

Mr. Srern. That is correct. 

Senator Lone. And yet after the Government had paid to develop 
the entire piece of equipment, all parts, and the instruments to test 


it, the Government has permitted the manufacturer to secure a mo- 
nopoly on all these items. 


Mr. Stern. That is correct. 

Senator Lone. And, naturally, the Government cannot expect to 
get nearly as good a price as it would if this manufacturer had bid 
for the business with someone who was in position to compete ? 

Mr. Srern. That is the purpose of maintaining this monopoly. 

Senator Lone. You feel that if your recommendations were fol- 
lowed, I take it, that the Government could get better prices and better 
service ? 

Mr. Stern. Better prices, better delivery, better service. 

Senator Lone. And more competition ? 

Mr. Srern. And more competition, and it would allow small busi- 
nesses such as ours to remain competitive. 

Fortunately, we are still operating because there are companies 
like Jack & Heintz and others which I have listed who are, well, I 
would not say conscientious perhaps, but who realize what control 
they can exercise, but do not take advantage of it, and cooperate by 
selling us parts and, of course, there are other companies that sell us 
parts. 

Senator Lone. Did you make a statement that the original manu- 
facturer oftentimes charges 2 to 10 times what you charge for the same 
service ? 

Mr. Stern. That is correct. 

Senator Lone. Can you provide us with some specific examples 
of this? 

Mr. Srern. Well, I would say this, that the Government files are 
rather complete, and since many of these proposals are negotiated, 
we never learn who ultimately receives the award, and we do not know 
what the competing prices are. 

But in the instances where we had the experience, we know they 
were four times our price. 

Senator Lone. When you did get the experience, your competitor 

yas four times your price ? 

Mr. Stern. That is right. 

Senator Lone. Could you be more specific than that now and tell 
me who the competitor was? 

Mr. Stern. It was General Electric Co. 

Senator Lona. General Electric? 

Mr. Stern. That if you go to Olmstead Air Force Base—— 

Senator Lone. What was the job in that instance ? 

Mr. Stern. Different types. There are somany numerous types—— 

Senator Lone. A matter of repairing aircraft instruments ? 

Mr. Srern. Yes, repairing. 
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Senator Lone. Repairing and overhauling an aircraft instrument ? 

Mr. Stern. Yes. 

Senator Lone. Did you succeed in getting the business on that 
occasion ¢ 

Mr. Stern. Well, we received—we had the instruments; yes. You 
see we have ingenuity in small business, and we are able in many cases 
to ascertain from the application of this instrument and from the tech- 
nical order certain data which we can put together and experiment 
with until we get the final results which, of course, is not the most de- 
sirable way of doing it. 

The most desirable way, of course, is to get the schematics and the 
designs for which the Government has already paid, and which would 
enable us to give a better price yet than what we do, but there is al- 
ways that big question mark as to what will the test equipment cost us 
in testing these aircraft instruments. 

We are able in many cases to package our own test equipment and 
that is one reason why we are still in business today. However, you 
would say that a large percentage of this overhaul, the instrument 
overhaul, and repair is still based in the hands of a few larger com- 
panies, and I think that the one important factor out of this entire re- 
port that I have given—the thing that I think you should stress—is 
that the larger companies should either give up the overhaul business 
entirely, or give up the designs and the parts or give such information 
over to the Government as is necessary for small business to compete 
with it. 

Otherwise, you will have a condition which is absolutely untenable, 
as I pointed out in my report, where a small business has no opportu- 
nity but merely to forget entirely about competing with these larger 
companies. 

This is not true of all companies. I am not here to say this is true 
of all. But many of the new instruments being developed today are 
in that category, and unless your committee does something about it, 
I think it will continue to get worse. 

Senator Lone. We hear a lot about these weapons systems. You 
probably heard a previous witness say that because of the way things 
are developing, he doubts that there is going to be any place for his 
business in supplying the Government with cameras or lenses. 

Can you see that situation, the trend moving in that direction ? 

Mr. Stern. Well, we do missile work, mostly in fuses and, of course, 
most of our work is done primarily directly with the Government. 
We do not do too much subcontract work. 

However, I have attended a number of meetings of small business 
on research and development, and one of the subjects brought up was 
the idea of missile systems, and there was no definite conclusion except 
that there are certain facets of the missile system, that is of the entire 
system, which could be very well handled by small businesses, and the 

ecision, the ultimate decision, should not be in the hands of one large 
company that has this missile system. 

I think there should be men in the Government, qualified personnel, 
who can determine from the system itself what phases of this system 
could be handled by small business. 

In the case of Mr. Peirez and the cameras, I am sure the Government 
will say, “Well, now, we want this reflex or whatever the name of his 
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company is, to handle this particular camera, and we want this to be 
handled by another small’’—perhaps not by his company, but by small 
business, and the system can be broken up to a certain extent where 
small] business can participate. 

However, the way it is set up now, the voice regarding where the 
business is to go is strictly in the hands of one large So PADY which 
has control of this weapons system, and I do not think the Government 
does in any way give suggestions or recommendations. 

Senator Lone. Wouldn’t it seem to you that if a law insisted that 
there should be competitive bidding, a contracting officer could just 
insist as a condition of 

Mr. Srern. Of his original proposal. 

Senator Lone. A company, as a prerequisite for securing a research 
and development contract, would have to promise to share that in- 
formation with at least several appropriate competitors who would 
like to bid on that business, and those people would have to make avail- 
able the information which the competitors felt they needed to build 
the system ¢ 

Mr. Stern. That is right. In other words, if they were on a com- 
mittee, whether it be Government personnel or whether it be men 
from private industry who worked on this committtee, who have the 
technical know-how, they could sit on this committee during certain 
periods and go over the system, and they are in a good position, along 
with Government personnel, to designate which facets or which of 
the phases of this missile system could be adequately handled by 
small business, and have the larger missile systems manufacturers, the 
ones who have the control, be forced to give certain phases of it to 
small business competitively, not merely to hand it to them. 

Senator Lone. If you do not object too much, Mr. Stern, I would 
like to have you come back after lunch and have committee counsel 
ask you some questions. 

I have asked the questions I had in mind. 

We will now recess this meeting until 2 o’clock. 

(Whereupon, at 12:55 p.m., a recess was taken, to reconvene at 
2 p.m. the same day.) 





AFTERNOON SESSION 
Senator Lone. All right, are you ready to proceed ? 
STATEMENT OF HARRY STERN—Resumed 


Mr. Gorvon. Your difficulty, according to your statement, is the 
inability to secure replacement parts and/or test equipment required 
to meet Goverment delivery dates; is that correct ? 

Mr. Stern. That is one of the problems. 

Mr. Gorpon. Which company manufacturers the items you are try- 
ing to get? 

Mr. Srern. Well, there are a number of companies. I have listed 
here about 10, although I would say there are probably upwards of 
25 or more in the field including parts-distributors, which I have not 
listed. 

Mr. Gorpon. Could you supply those for the record, please? I do 
not mean right now, but subsequently. 
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Mr. Stern. All right, I will make a note.* 

Mr. Gorvon. Do you know if thoy were developed by these compa- 
nies under Government sponsorship ? 

Mr. Stern. Well, I would certainly believe that the only way they 
could possibly be developed would be under such sponsorship, because 
it is not a consumer item, and the original use would be for Govern- 
ment military equipment. Consequently, it would follow the normal 
research and development pattern of Government equipment, and that 
would be where the Government pays for the research and develop- 
ment, and afterwards procures the end item, normally from the man- 
ufacturer who develops this particular instrument. 

Mr. Gorpon. When the companies tell you that these are proprie- 
tary items, what precisely does that mean? Does it mean they have 
patents on the items? 

Mr. Srern. Proprietary to me implies that they have borne the 
cost of development of this particular item, and that all the know- 
how and development, research, belongs to them and, consequently, 
they have no desire to issue any know-how regarding the manufac- 
ture of these items, nor in financing the test equipment required for 
testing these particular items. 

Mr. Gorpon. Then the implication is that they themselves have paid 
to develop this knowledge and technical know-how ? 

Mr. Srern. Yes, sir. 

Mr. Gorvon. Do these companies refuse to sell you the item, or do 
they give you very long delivery dates? 

Mr. Stern. They usually—it would be both. 

Mr. Gorvon. Both? 

Mr. Srern. In other words, they can refuse to sell us the items. I 
think you can see in our exhibits ** where they refused to sell us any 

arts, or they can refuse to sell us the test equipment, or they can give 
elivery dates which are beyond the dates of the requirements of the 
Goverment which would, in essence, have no value. 

In other words, for all practical purposes, they cannot supply these 
parts, or they will not supply these parts. 

Mr. Gorvon. Have you lost any Government business on that 
account ? 

Mr. Srern. Oh, yes; we have lost a considerable amount of Gov- 
ernment business because of this. 

Mr. Gorvon. Who, generally, got the business ? 

Mr. Srern. We have tried to ascertain who received most of the 
business, but we assume from our own experiences that the com- 

anies from whom we try to purchase parts, normally receive the over- 
aul contracts. 

Mr. Gorpon. Would you conclude then that the claim of proprietary 
rights puts you at a great competitive disadvantage ? 

‘Mr. Srern. Well, not only at a disadvantage, but places us in a 
osition where we cannot bid competitively at all on many of these 
instruments. 

Mr. Gorpvon. Wouldn’t you say that another disadvantage you 
would have is that these companies have developed the items on 





4 See exhibit IT(F), P. 49. 
#2 See exhibit II (A—F) beginning p. 49. 





2 ree 





PATENT POLICIES OF THE FEDERAL GOVERNMENT—1959 59 


which you are competing with them, so they have all the know-how 
of manufacture ? 

Mr. Stern. They have the know-how of manufacturing. 

But what we are concerned with is the manuals wherein they issue 
the information to the Government in conjunction with and in con- 
nection with the instruments which they supply the Government. 
This is normally required by contract. 

Now, these manuals are designed to help the Government and 
private companies overhaul these aircraft instruments, strictly based 
on the information given in technical manuals. 

This also means that equipment in the field, if it is, for example, let 
us say, in Okinawa, or in Japan or someplace, should be able to be 
overhauled by military personnel strictly on the information given 
in the manuals. 

We find, however, that these manuals are incomplete. Whether 
they are inadvertentaly so, or whether it was done purposely, I am not 
in position to say, but I will say that these manuals which are sup- 

to be complete are furnished the Government in many cases in- 
complete, and recourse has to be made to the original manufacturer to 
fill in this information which is missing. 

This is where we run into our problem, because the original manu- 
facturer in many cases, in most cases, will not release this missing in- 
formation, which is normally test equipment. 

Mr. Gorvon. Test equipment? 

Mr. Stern. Test equipment design and in many cases they refuse 
to sell us these parts which are required to overhaul this equipment. 

Yet the Government has paid for this research and development, 
and is entitled to all the information necessary to overhaul these in- 
struments and to obtain the spare parts and test equipment. 

Mr. Gorpon. Well, I think you have answered my next question I 
was going to ask you, which was if you had any difficulty securing 
designs and parts drawings and other data which you need. 

Mr. Stern. Well, we just simply cannot obtain parts designs at all. 
Our contracts are based on a cost of material, which is the exact cost 
to the Government plus a charge, a fixed price for labor and overhead. 

Now, the cost of these parts is determined, of course, or is de- 
termined by the manufacturer of these parts. We never question the 
cost of these parts, although they may be excessive, and we are not in 
position to question the costs. 

However, we are not debating that. We are not worried about the 
purchase of the parts, if we could obtain them, or the cost. 

But in many cases the instrument manufacturer claims that they are 
his rights, his designs, and he refuses in many cases to sell us these 
me which means that we cannot overhaul the instrument, nor can 
we bid. 

Mr. Gorvon. Would it be fair to say that these companies are, with 
title to the items you need, in position to put you out of business if 
they desire to do so, by either refusing to sell you items, as some have 
done, or by prolonging delivery dates, as some also have done? 

Mr. Srern. Well, they can put us out of business regarding the in- 
struments which they develop, and that. may represent as high as 50 
percent of the aircraft instruments which are presently being fur- 
nished the Government or have been furnished the Government. 
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It would certainly place a hardship to the extent that it is question- 
able whether small business can exist much longer, if the larger com- 
panies who have this know-how continue to refuse to turn over this 
information to the contractor or to the overhaul shop upon request 
of the Government. 

Now, the Government also finds difficulty in finding this informa- 
tion, so it is not strictly a question of trying to get this information 
through the Government. 

The Government has tried to assist us and has found it difficult to 
get this information from these manufacturers who continually say 
that they have proprietary rights. 

Of course, sometimes you wonder why the Government would be 
inclined to believe—why they would not force this issue, since there 
is no question about the development of these items having been paid 
for by the Government. 

It is a matter of looking into the records and merely claiming what 
actually belongs to the Government. 

Mr. Gorpon. Would you say that this is an especially intolerable 
situation when these companies have exclusive rights to those items 
developed at Government expense ¢ 

Mr. Srern. What was that question again, please? 

Mr. Gorvon. Would you say this is an especially intolerable situa- 
tion particularly if the title is to an item which had been developed 
at Government expense ¢ 

Mr. Stern. Well, as far as the small businessman is concerned, this 
is an intolerable situation. 

As far as the Government is concerned, I think the Government 
should consider it also an intolerable situation, and that steps should 
certainly be taken to insure not only future procurement but all those 
procurements which have been made in the past, that all this informa- 
tion be furnished by the various manufacturers upon request by the 
Government, and that, I believe, that there is sufficient, well, sufficient 
reason or sufficient claims made in the contract itself, whereby the 
Government can insist. 

In other words, upon the insistence of the Government or upon a 
little research work on the part of the Government, I believe they will 
find in the original contracts that they certainly own all these rights, 
and that it is a question of actually aang a little spadework and ex- 
ercising their privileges and rights that the Government as, I believe, 
already established in the original contract. 

It is the pursuing a little further what the Government already 
has a right to do, and I think they could peeunt very easily per- 
suade, many of these companies to part with that information which 
they claim as proprietary rights. 

Mr. Gorvon. There is also a problem of giving title to the patents. 

Mr. Srern. Title to what? 

Mr. Gorvon. Title to certain patent rights which have been devel- 
oped at Government expense that they claim proprietary rights to. 

Mr. Srern. Well, I mean the Government reserves the right, if 
the patent has been developed at Government expense, the Govern- 
ment has a right, I believe, when it comes, for example, in our type 
of work, instrument overhaul, to permit other companies to do the 
work directly for the Government if the Government owns these 
patents, since they have been established with Government money. 
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We are not doing this work for private concerns, but strictly for the 
Government. 

Consequently, if a patent has been developed and, of course, in the 
course of the research and development of an instrument, it belongs to 
the Government—although in the overhaul phase I would not con- 
sider it an infringement, because you are not actually building it but 
overhauling it, and you are not doing it for sale to private industry 
but you are doing it for the Government. 

Mr. Gorpon. You said that when you were able to get the Govern- 
ment to intercede for you, you were able to get the delivery on a par- 
ticular item cut down from 6 months to 10 days. Do you remember 
that ? 

Mr. Stern. In one instance, yes. 

Mr. Gorpon. Would this not be an indication that if they had been 
so disposed they could have given you the 10-day delivery date in 
the first place ? 

Mr. Srern. That is correct. 

Senator Lone. Let me ask you this question: So far as you are 
concerned does not the effect of these patents and these proprietary 
positions actually amount to a monopoly granted against the Govern- 
ment; the Government granting a monopoly against the Government? 

In other words, the Government cannot get weapons repaired and 
overhauled at a reasonable cost because it permits a person who has 
been paid to develop the instruments to have a monopoly against the 
Government ? 

Mr. Srern. That is what it amounts to, in essence, Senator. <Ac- 
tually, it is similar to—— 

Senator Lona. The actual effect is that the proprietary rights for 
which the Government has paid can be used to impede national 
defense. 

The Government has said: “We will pay you to develop something 
for national defense, but we will grant you the right to say that this 
thing is not developed except for your profit.” 

Mr. Srern. That is right. 

It is similar to the case the gentleman before me spoke of where 
the Government has paid for the development, and the Government 
is again paying a royalty on top of the development costs. 

Senator Lone. The Government bought it, the Government paid 
for it, but the Government cannot get the best use of it because, hav- 
ing paid it, it now permits the fellow from whom they bought it to 
appropriate unto himself and have a monopoly in it against the 
Government. 

Mr. Stern. Obtained proprietary rights, and actually to have a 
monopoly which, of course, creates the problem again of where the 
Government has to go back to the original manufacturer and pay 
under his terms and under his conditions. 

The purpose, of course, for my being here is to try to point out 
the inequity of having a company develop an instrument with Gov- 
ernment funds and then making it difficult for the Government to 
have it overhauled. 

Senator Lone. Yes. 

Mr. Srern. Have it overhauled by any other company but the com- 
pany that originally developed it. 
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You may ask: Does the company have more know-how, the com- 
— : a developed it, than any other companies that can over- 

aul it 

I would say no, because in giving the instrument to the Government, 
they have to supply with it a manual which is to describe all the 
methods and all the test equipment necessary to overhaul it, so that 
it could be done independently in the field. 

Now, if any information is missing then they have not supplied 
sufficient information to the Government. 

So the Government can always go back and say, “Now, look you 
have designated a piece of test equipment in here to test this particular 
aircraft instrument. Why don’t you supply us with the drawings 
and diagrams of this equipment so that it can be built?” 

Their claim might well be, “Well, that is a proprietary item.” 

Well, the next step, of course, the Government should say, “How 
can it be a proprietary item if we paid you for developing this 
instrument, and you developed this test equipment as a result of the 
instrument which we paid you for, and which we also paid you for 
the development of the equipment.” 

Now, if this were pressed a little further, I think you will find that 
the contractor who originally made the aircraft instruments did not 
live up to the actual contractual requirements, and that he has either 
deliberately or inadvertently left out certain information which should 
have been given to the Government, which should allow other com- 

anies to overhaul this instrument, and if we, as a small business, 

d that there is not sufficient information in this technical manual 
to overhaul this instrument, that means the Government has been 
shortchanged, that they had not been given all the information that 
they required. 

By leaving out certain information in this manual and by making 
reference to their own GE number of whatever number they want, 
and making the Government go back to them they are, in essence, 
controlling the—they have the monopoly.*® 

Senator Lone. But that can be a very profitable business, short- 
changing the Government, can it not ? 

Mr. Stern. I guess it can. 

Mr. AnsBerry. Mr. Stern, do you know how much money is involved 
annually in the repair of aircraft equipment ? 

Mr. Stern. I would like to point out, I could guess, but I would 
say upward of $100 million. 

Now, you say that is a lot of money or, perhaps, you say it is a little 
money so far as instruments. 

But I would like to point out that aircraft not only have as major 
components aircraft instruments, but also they require that acces- 
sories, such as generators and motors, be overhauled, and they require 
that pumps and actuators be overhauled. 

They require many other instruments, and many accessories that 
go into aircraft, and also cameras, which have been referred to. We 

© camera work, overhaul cameras, which also represents a large 
portion of this overhaul business. 

So it could actually be larger than the $100 million. But I am not 
in position to give an exact figure. 
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I would say it is substantial as far as small business is concerned, 
and obviously as far as large business is concerned. 

Mr. Gorpon. Do you believe that present policies are actually 
slowing down the Government overall research eftorts in our country’s 
technological advance ? 

What is your opinion of this very broad and profound question ? 

Mr. Srern. Well, that is a very big question, but I will say that 
from my experience there should be more Government control exer- 
cised in the administration of some of these large contracts, and I be- 
lieve that if the proper technical people were in the em oe of the 
Government—and I am not casting any reflections on Government 
employees—but if there were men who were sufficiently experienced in 
this particular field, they could monitor a lot of this work that is goin 
out to private industry. You would find that you can channel much o 
this business into the hands of small business. 

In reply to the question you had given me before lunch, I would like 
to say it is my belief that if a panel of small businessmen were se- 
lected from various industries, from electronics, from instrumenta- 
tion, and from many other fields, were permitted to sit in on some 
of these discussions regarding these large weapons systems as to what 
aspect or phase of this system could be handled by small business, I 
Helierve you will find much of this could be handled and could be 
channeled into smal] business. 

The missile system is not necessarily a problem of one large com- 
pany, but could be channeled into the hands of many small companies. 

Mr. Gorvon. Let me ask you this: Suppose the Government had 
taken title to those items you are repairing and then, put it all in the 
public domain, that is, dedicated it to the public? x the data, of 
course, would be available to you or to anyone else. 

How would your business be affected when you would have no 
oe in securing this data—when all this data would be available 
to all? 

Mr. Stern. I would say, first of all, it would certainly decrease the 
prices we would be giving the Government. 

Mr. Gorpon. You mean it would decrease prices by increasing the 
competition ? 

Mr. Stern. It would provide lower prices to the Government by in- 
creasing competition. 

It would also give better delivery dates and, of course, it would per- 
mit many small businesses to exist which could not exist under the 
present setup. 

Mr. Gorvon. This is a very important question: Would you venture 
to say that giving title by the Government to a firm, large or small, 
for a key item, could possibly give to the firm the power of life or 
death over other firms, like your oma: for example ? 

Mr. Srern. It is conceivable. It is very conceivable that it hap- 
pens, and it probably very well could, and I would say it also has hap- 
pened that the control of the instruments from the point of develop- 
ment to the point of overhauling, if kept in the hands of one large 
company, could very well put many small businesses out of business, 
and it probably has. 

Mr. Gorvon. Would you think that this kind of a situation is con- 
sistent with our antitrust policy ? 
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Mr. Stern. Well, I am not a lawyer, but I would assume that a 
monopoly is a form.of a trust, and that any effort on the part of large 
business to restrain or to prevent competition in the field for an item 
from which they have been paid, and which is public property, would 
naturally be a monopoly or a situation similar to a trust. 

Senator Lone. I want to get your reaction to one or two statements, 
which I shall read from a statement of a subsequent witness. I do not 
usually do this. 

I myself have complained at times that some Senator would com- 
ment on my prepared speech before I ever had a chance to deliver it. 
I think, however, that this could expedite the hearings if we could 
get your reaction to this statement. The subsequent witness could 
then express his reaction to your reaction to his statement. 

Here is the statement : 


Small businesses are in most instances dependent upon a proprietary position 
of some sort, whether it be patents or unique know-how, for their continued 
existence and future growth. They could not survive and grow if forced to 
compete with so-called big business in an open and freely competitive market. 


To repeat that statement, and I will read the first sentence of it 
again: 

Small businesses are in most instances dependent upon a proprietary position 
of some sort, whether it be patents or unique know-how, for their continued 
existence and future growth. 

What that means is this—and let us apply it to your particular 
case—Are you dependent upon a patent or upon certain know-how 
which you can exclude others from using, to maintain your position in 
your industry ? 

Mr. Stern. I would say no. 

I would say that know-how is one phase or one aspect of a business, 
but I would say the type of administration, efficiency, drive, aggres- 
siveness, all are important. 

A patent is not the backbone of most small businesses. I think it 
depends a lot upon the individual running the business and many 
personal traits, which have a lot to do with the functioning of business. 

Senator Lone. It just occurs to me that on occasion I have learned 
something by hiring someone from another Senator’s office. Ifa fellow 
who ran a good office was defeated it is not a bad idea to hire some- 
body from his office who happened to have special skills and to learn 
something that you did not know before, so you can do things better 
in your own office. 

But, so far as I know, none of us have any proprietary position 
there, and there is nothing that any of us know that we can forbid 
the other guy from using. 

If one fellow does something well you are always trying to find out 
how he does it so you can do your work better. 

Mr. Stern. That is right. 

Senator Lone. But we do not have a proprietary position. 

I would just be curious to know your reaction. As I understand 
your answer, then, you do not feel that the statement is correct that 
small business—at least the small businesses you know—have to de- 
pend upon a proprietary position that is a protective right to prevent 
the other fellow from doing business or upon a patent, in order to 
continue to exist and grow ? 
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Mr. Srern. No. I would say that the ability for a small business 
to exist may be in his ingenuity to produce an item less expensively 
than some other company who can see very well the item in front of 
him, but who cannot compete so far as price, because this other com- 
pany has developed ingenuity in the production of his item, not neces- 
sarily a proprietorship, has a proprietary right, or has a patent. 

But the unique method of producing this item or his unique ability 
to create sales, as I point out, personal traits as salesmanship, his 
ability to get this product on the market, have more to do with the 
success of a small business than a patent. 

Senator Lone. Here is the second sentence of that paragraph: 

They could not survive and grow if forced to compete with so-called big 
business in an open, freely competitive market. 

Do you agree with that statement ? 

Mr. Srern. I interpret his statement as meaning that small busi- 
ness requires some protection in order to exist. 

Senator Lone. Yes; some kind of a patent protection or protec- 
tion of know-how. 

Mr. Srern. No; I would say if small business were permitted to 
compete with large business on an equal basis, small business would 
continue to grow larger, and there would be more small businesses. 

Senator Lone. I tend to agree with you, that while this statement 
may prevail on big business—they can contradict you and me if they 
want to when they testify—both parts of the statement do not con- 
form to facts. 

Mr. Stern. That is correct. 

Senator Lone. One of the advantages of small business as against 
big business is that the boss is right on top of the business at all times. 

Mr. Stern. That is correct. 

Senator Lone. In your business you have 150 employees, and when 
you run into a problem you are in direct contact with each one. If 
your technician cannot lick it, you can try to lick it yourself. 

Mr. Stern. I know each one of them by name; I know their per- 
sonal problems, and I work with them. 

Senator Lone. And you know what they can do. 

Mr. Stern. What they can do, and we offer them incentive, whereas 
large companies can not. 

We offer them more money for their work. We give individual 
treatment as individuals, and, as a result, we have people willing to 
stay in our company rather than to go with the larger companies. 
The present tendency is for many large businesses to decentralize for 
that very reason, because they have lost their contact with the indi- 
viduals with whom they work. 

So the success of a small company is based on other factors rather 
than the protection by proprietary items or patents. 

If small business were allowed to compete, were given the same 
opportunity as large business, small business would not complain nor 
would they seek the shelter of Government. 

Small business merely wants the opportunity and the right to com- 
pete on an equal basis with large business, and that is the only basis 
upon which small business would seek help. ‘They do not require any 
special Government protection. 
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Senator Lone. There are a great number of advantages that big 
business has, of course, but my impression is that the principal advan- 
tage that the average small business has is the ability of the manager 
of that business to look after his customers with personal attention. 

Mr. Stern. That is right. 

_ Senator Lone. Take it right down to the corner grocery store: A 
single customer is very important to the small grocer. If he fails 
to have on his shelf what a customer asks for, even though he is 
limited to a small number of commodities, it is his business to go out 
and get the commodity and have it there for that particular customer 
when he comes around for it. 

Mr. Stern. That is right. 

Senator Lone. And while he may be able to merchandise only a 
small amount of commodities, he works very hard in trying to serve 
that particular customer because it is so very important. Big busi- 
ness cannot give the kind of special, individual attention to its cus- 
tomers that small business gives. 

Mr. Srern. That is right. That is the philosophy of small busi- 
ness. On that basis small business can exist, and we ourselves look 
upon a contract, which normally would not be of interest to many 
large companies, as a substantial contract. We work on a much 
lower overhead, on a much lower profit, and we work a little bit 
harder than some individuals working in larger companies. But we 
are satisfied so long as we can compete on an equal basis. 

But if we are strapped, and the Government is strapped, and the 
Government cannot give us any assistance for items for which they 
have already paid, as previously mentioned, then there is no recourse 
but to go out of business. 

I hope that as a result of these hearings we are now having some- 
thing will be done to recognize the problems of small business. It is 
important that through legislation definite procurement policies be 
established. Also those policies which have been practiced in the 
past be gone into a little more thoroughly. 

TI think a Jot of the situations can be rectified without any further 
change in procurement policy that we already have in contracts which 
have already been completed, sufficient reason to go back to many of 
these larger companies and request the information which has been 
withheld in the first place. 

I feel that we could immediately, as well as other businesses, compete 
with the largest companies, merely upon the Government insisting, 
on its legal rights to obtain from these larger companies that for 
which they have already paid. 

Senator Lone. Your testimony provides me with a suggestion for 
some legislation which is certainly worth considering and that is, that 
when these manuals are incomplete, and if they fail to carry the neces- 
sary information to fulfill under the contract, you fellows ought to be 
able to recover treble damages for what you lose because their manuals 
are incomplete. I imagine those manuals would then be much more 
accurate and complete in the future. 

Mr. Stern. That is right. 

If these manuals were completed, the information is there within 
the confines of the company’s library or wherever they maintain their 
information, and they have this test-equipment know-how and design, 
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and it is a question of the Government’s insisting that they complete 
this manual; that what the Government has purchased is incomplete, 
and that the Government has paid for something they have not re- 
ceived, and that it is creating not only a problem as far as jeopardizing 
our security, but it is causing Uncle Sam to pay much higher costs, 
and wait for the delivery and wait for the terms and conditions of 
these larger manufacturers. 

Senator Lone. This thought occurs to me, too: The purpose of that 
manual primarily is not for a company like yours, but for the boy out 
in the field, and if that fellow was out there in Okinawa and a war 
breaks out and the lives of this Nation are dependent upon the use of 
that manual, if the manual is incomplete that could very well cost 
this Nation considerably. 

Mr. Srern. It would create a problem—I would not be in position 
to say—but this is a situation where there may be someplace in their 
archives where this may have happened, and, of course, I am not in 
position to say whether it has happened, but it is conceivable that it 
may have happened in the past. 

Senator Lone. Let me ask you something else. Have you ever had 
any Government research contracts yourself ? 

Mr. Stern. We have on a very limited basis. Most of our contracts 
have been on a fixed-price type of a contract. 

Senator Lone. Fixed price? 

Mr. Srern. Fixed price. 

Senator Lone. They pay you a certain amount to do a certain 
amount of research ? 

Mr. Stern. To do a certain job. 

We also have had, as brought out by previous speakers, contracts 
with redetermination clauses in them which meant we were to pro- 
duce the item, and with a fixed price, plus or minum 10 percent, but 
we had a fixed price to go by. 

We never really had any contracts on a cost-plus basis. 

Senator Lone. I see. 

Have you had a research-and-development type contract where you 
are supposed to develop something ? 

Mr. Stern. We have had it, but not on a cost-plus basis, but fixed- 
price basis. 

Senator Lone. What type of a contract would that be? Could you 
give me a general idea, without divulging any secret information on 
that? 

Mr. Stern. Well, we have developed a fuse, helped in working with 
the Government here in Washington. 

Senator Lone. How do they do it? Do they say they would pay 
you X amount of dollars to develop a certain type fuse for a certain 

urpose ? 
. r. Stern. Well, actually the fuse had been partially developed, 
and we completed development. We were paid for it by a fixed price 
for the development and for the development of a prototype fuse. 

Senator Lone. When you got that you did not know whether you 
could produce it or not, but you hoped you could? 

Mr. Stern. We felt we could, and we did. We are working now 
on a contract on the same basis. 

Senator Lone. I see. 
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Mr. Stern. In other words, we knew, we could see it was not that 
involved so that we could not see what work was required to complete 
the development. 

Senator Lone. Do you have any proprietary rights in that patent? 

Mr. Stern. No, we do not. 

Senator Lone. Do you expect it? Do you think you would be 
entitled to it? 

Mr. Srern. No, we do not. We think it is entirely of militar 
value, and certainly has been developed at Government expense oa 
therefore, it belongs in total to the Government. 

Senator Lone. So far as you are concerned, you were paid to do 
it, and you got the same advantage that the previous witness referred 
to. You had the advantage of being the first one in the field. You 
had the advantage of getting those contracts, and you thought you 
could make a profit on them. You are also willing to compete with 
the other people who may want to produce the item, isn’t that right? 

Mr. Stern. Yes. We think we have sufficient know-how to warrant 
our further consideration in the development of any of these programs, 
because it is to the interest of the Government to include us because 
of our know-how, which is a selling point, and it enables us to sell 
the Government the idea of giving the contract to us in lieu of giving 
it to somebody else because of our know-how. 

Senator Lone. Thank you, sir, very much. 

Mr. Stern. Thank you, § Senator. 

(Mr. Stern’s letter and prepared statement follow :) 


LETTER WiTH ACCOMPANYING PREPARED STATEMENT OF HARRY STERN, PRESIDENT, 
ACTION MANUFACTURING Co., PHILADELPHTA, PA. 


DECEMBER 5, 1959. 
SELEcT COMMITTEE ON SMALL BUSINESS, 
Old Senate Office Building, Washington, D.C. 


(Attention of Mr. B. Gordon, economist, Small Business Committee.) 


GENTLEMEN: Enclosed is a statement written by Mr. Harry Stern, president 
of Action Manufacturing Co., regarding his own personal experiences and some 
suggestions to remedy the situation regarding proprietary rights primarily 
claimed by large business. These proprietary claims have seriously affected 
and hampered the success and progress of our aircraft overhaul shop and conse- 
quently the enclosed statement has been compiled. 

Due to the short period of time allowed me for this statement, in conjunction 
with the fact that as a small businessman I had to neglect some of my other 
duties to prepare this statement, it is not as complete and as thorough as it 
should be considering the importance of rectifying this condition regarding our 
business. 

However, I will be very happy to complete any other information following 
the hearings. 

Very truly yours, 
ACTION MANUFACTURING Co., 
HArry Stern, President. 


Action Manufacturing Co. is a small business situated in the northeast sec- 
tion of Philadelphia and employing approximately 125 men and women. We 
are primarily engaged in producing electromechanical mechanisms and instru- 
ments and in the overhaul and repair of aircraft instruments. Our business 
was established in 1946 and has been operating since this inception. 

The president and writer of this statement, namely, Harry Stern, is a journey- 
man toolmaker and a graduate mechanical engineer. 

The purpose of this report is to bring to the attention of the proper people the 
difficulties experienced by our company, as well as other small businesses, in 
competing with the original manufacturers of aircraft instruments for the 
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overhaul and repair of these aircraft instruments. The major reasons for our 
inability to compete in the overhaul and repair of certain instruments is due 
to the difficulty or impossibility of obtaining replacement parts and/or test 
equipment to meet the required Government delivery dates. Failure to meet 
the Government delivery dates has been the basis for rejecting our proposals or 
proposals by manufacturers in the same situation as our company. As a result 
of the long delivery dates promised by the manufacturers of these instruments 
who are in the only position to supply these parts and test equipment and due 
to the claim of some of these manufacturers that they have proprietary rights, 
a situation exists which is untenable so far as we are concerned. This claim of 
proprietary rights either results in an outright rejection to sell replacement parts 
and/or test equipment or the delayed delivery seems purposely designed to cause 
rejection of our proposal by the Government who has previously established the 
required delivery dates. 

We believe that the Government has financed the majority (if not all) research 
and development work on the aircraft instruments for which we are trying to 
receive contracts for the overhaul and repair and that the claim of proprietary 
rights are strictly in the hands of the Government. It is inconceivable that any 
company would or could undertake the expenditures of millions in the develop- 
ment of an aircraft instrument based on the hopes of ultimately selling it to the 
Government or private industry. We believe that all of this research and de- 
velopment would be contracted by the Government through prime or subcon- 
tracts and therefore all developments, designs, parts drawings, tooling, specifi- 
cations, test deigns, and test equipment, all belong to the Government and, if 
not turned over to the Government completely, should be available upon Gov- 
ernment request on the behalf of the Government or on the behalf of an aircraft 
instrument overhaul shop contracted to do the overhaul and repair for the Gov- 
ernment. 

A monopoly in this situation is a simple matter where the manufacturer of 
the original equipment controls both the parts manufacturing and the retention 
of the best equipment design because any aircraft instrument overhaul shop would 
have to go to these firms and these firms only to purchase all parts and test 
equipment. By giving the overhaul shop unrealistic deliveries (if any) and by 
establishing exhorbitant prices for their test equipment, if they entertain any 
desire at all to sell this equipment, they automatically disqualify any overhaul 
shop other than their own due to the inability of their competitors to obtain parts 
or equipment on time to meet the required deliveries. (See Kollsman Instrument 
Corp. letter dated August 18, 1959 and our letter to them dated July 13, 1959.) 

This maneuver by certain of the original equipment manufacturers does not 
permit any company to compete with them for the overhaul of aircraft instru- 
ments if they wish to evercise the advantage of their monopoly. For, by forcing 
the Government to disqualify all bidders due to the inability of the small busi- 
ness firms to obtain the necessary repair parts, components, or test equipment 
from the only and single source, they alone can receive the award. It is there- 
fore obvious that either the original equipment manufacturer should (1)—not 
overhaul instruments or (2) not manufacture parts or (3) turn over the parts 
prints to the Government (which has normally been paid for by the Govern- 
ment) for reissuances to other manufacturers so that they can produce the parts 
and test equipment competitively. 

The original instrament manufacturer should be forced to compete on both 
the furnishing of parts and test equipment in the overhaul phase, although it is 
the writer’s belief that small business concerns can do a much more effective job 
in the overhaul and repair of aircraft instruments and other instruments from 
both the delivery and cost factors. Also it is my belief that the Government 
should receive all the data for which it has paid and the rights to go back to 
the original manufacturer, in order to obtain any and all information inadvert- 
ently left out of the Tech Order manuals giving details on the overhaul and 
repair of these instruments as part of the original package. This information 
should be made available to the competing instrument overhaul shops at no 
cost so that in preparing a bid the instrument overhaul shops can give firm 
and fair prices. Furthermore, parts prints should be made available at all 
times so that the original manufacturer is forced to compete with other parts 
sources. Test equipment design (and test equipment made by the manufac- 
turer with Government funds) should be available at all times so that the 
Government can be assured a competitive price and a reasonable delivery. In 
other words, once the Government has procured the original overhaul instru- 
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ment or instruments from the instrument manufacturer all know-how, equip- 
ment, design, and subsequent changes and improvements should become the 
property of the Government and be made available to firms interested in the 
repair and overhaul of aircraft instruments, where it is in the interest of the 
Government to do so. The claims of proprietary rights by many manufacturers 
is not valid and if checked into carefully, regarding the means by which these 
so-called proprietary rights were developed, would reveal in many cases that 
this company does not have any proprietary rights and that all proprietary 
rights rest with the Government. 

The claim of proprietary rights creates a monopoly, tends to eliminate all 
competition and places the Government in a position to accept all terms and 
conditions established by the original instrument manufacturer. This contrib- 
utes to higher costs, longer deliveries and may jeopardize the security of our 
Nation. Furthermore, this monopoly created by a claim of proprietary rights 
forces the Government to go back to the original manufacturer who can name 
his own price, his own conditions, and his own delivery, if at all interested in 
doing so. It can force the Government to give them all its overhaul and repair 
work at the price and conditions they name. But, the effect on small business 
is absolutely devastating and in many cases catastrophic because there is no 
opportunity for the small business to compete with all the odds stacked 
against it. 

Enclosed is attachment A,’ illustrating a typical claim of proprietary item 
which is in reply to our letter dated 13 July and marked attachment B. At- 
tachment C is a typical answer to our request for quote on aircraft instru- 
ment parts from the original manufacturer. Experience has shown that in 
many cases where Government assistance is solicited by us we can obtain 
delivery within 10 days where original promises were made for delivery within 
6 months. Attachment D is a statement submitted to small business with our 
Certificate of Competency form after having been rejected by the Air Force 
office for our inability to meet required delivery on the proposal and attach- 
ment E is a copy of rejection given us by small business which was based on 
our inability to obtain parts and test equipment from General Electric Co. in 
sufficient time to meet the deliveries. Although we were the low bidder we were 
disqualified, Attachment F is a list of some firms who have refused to co- 
operate with us in obtaining parts and test equipment and some firms who 
have cooperated with us in obtaining parts and test equipment. 


Senator Lona. I am going to call as the next witness the representa- 


tive of the Aerojet-General Corp. 
Weare pleased to have you here today, sir. 


STATEMENT OF EMERSON S. REICHARD, JR., DIRECTOR OF CON- 
TRACTS, AEROJET-GENERAL CORP., SACRAMENTO, CALIF., AC- 
COMPANIED BY ROBERT C. BROWN, PATENT COUNSEL, AZUSA, 
CALIF. 


Mr. Retcuarp. Thank you, Mr. Chairman. 

Senator Lone. I suggest that you summarize your prepared state- 
ment. We will print your full statement in the record, if you will 
please summarize it for us. 

Mr. Retcuarp. I will be very happy to do that, Senator. 

Mr. Chairman and gentlemen, I am Emerson S. Reichard, Jr., Di- 
rector of Contracts of Aerojet-General Corp. 

On behalf of Aerojet-General Corp. we wish to storey our appre- 
ciation for the privilege of appearing before this subcommittee. 

Our president, Dan Kimball, regrets that he is unable to attend. 

I have with me Mr. Robert C. Brown, our patent counsel. 

This committee is primarily concerned at this time with investigat- 
ing the effect on small businesses, if any, of current policies for the dis- 


1 See exhibit II beginning p. 47. 
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position of patent rights in Government contracts for research and 
development. 

Aerojet-General has been granted a total of 87 United States pat- 
ents for inventions made or conceived in the course of Government- 
sponsored research and development work, and at the present time 
has about 250 pending patent applications for such inventions. 

We have also had granted 23 patents, and have 57 patent applica- 
tions pending, which were not invented under Government R. & D. 
programs. 

At the very outset we wish to state that although a substantial 
amount of Government research and development funds appear to go 
to a relatively small number of large firms, we do not consider the 
amount disproportionate, at least in light of Aerojet-General’s 
experience. 

We would like to invite the committee’s attention to the fact that 
an estimated 33 percent of all the research and development. work 
obtained by Aerojet from the Government is subcontracted to small 
business. 

We think that there are important reasons for the fact that most of 
the Governments research dollar goes to large businesses, but we do 
not feel that patent policies such as those of the Department of De- 
fense are responsible for this fact. 

Quite the contrary. In our opinion, an even greater proportion of 
R. & D. work would be left to the larger firms if the Department of 
Defense were to change its policies to conform with those of the 
Atomic Energy Commission, for example. 

We think that the following factors are primarily responsible for 
what we term the lack of enthusiasm on the part of small businesses 
for research and development contracts with the Government. 

First, these R. & D. contracts represent rather low profit margins, 
particularly if conducted on a cost-plus-fixed-fee basis. 

Second, they do represent a rather high risk in the event of termi- 
nation, and they do lack an assurance that production might result 
from the R. & D. effort. 

Third, if production does result the Government’s policy of requir- 
ing competitive bids, which is a policy with which we agree, often 
results in the award of contracts to companies solely for reasons such 
as cost, with due regard to overheads, but perhaps not enought atten- 
tion to know-how or the ability to deliver the quality goods on time. 

Patent policies such as those of the Department of Defense which 
permit the reservation of commercial rights in inventions made in the 
course of research and development contracts have had little to do 
with the distribution of research and development contracts, in our 
opinion. 

We note that the Government in all of such contracts acquires at least 
a nonexclusive license which effectively prohibits the establishment 
of a monopoly in the defense field. 

The commercial market for the usual space age development is all 
but nonexistent, at least in the immediate future. 

While we do hope, as a company, that our patent position might 
enable us to expand into commercial fields at some future time, we have 
not yet realized any significant commercial advantage in our com- 
pany from these as yet. 
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Of all of our patents and pending patent applications, only three 
are for commercial products. Two cover our two commercial JATO 
units, and a third such patent covers a pressure-sensing device on which 
a successful privately owned small business was founded. 

In our opinion, the contractor’s reservation of commercial rights 
in inventions made under research and development contracts has not 
been responsible to any appreciable extent for the growth of large 
business. 

They are, however, an important inducement to small businesses. 

If contractors are not permited to reserve such rights, it is our 
opinion that small businesses might suffer most, for they are much 
more dependent, we believe, upon proprietary rights than large con- 
cerns, whose continued existence and growth are assured by their 
greater financial resources, experience, know-how and overall ca- 
pabilities. 

Senator Lone. That last statement that you made is in conflict with 
what the previous witness testified, and I have been on this committee 
for a long time, and it does not square with my impression. 

My impression is that very few small businesses depend upon 
patents for their existence. 

Now, if we get down to know-how, I have not been under the 
impression that they depend upon any proprietary interest in know- 
how either. 

I believe that most of the know-how small business has was readily 
achieved or found out by someone else, that most of the know-how 
is—there is no proprietary interest in it. 

Mr. Retcwarp. Senator, my statement was not intended to follow 
too strictly a legal sense when speaking of proprietary. 

It involved the generalities of trade secrets or other know-how 
which might not necessarily be legally protected, because I was lis- 
tening to the previous testimony, and I realized that, perhaps, the 
sentence in the prepared statement handed to the subcommittee might 
have so been misconstrued. 

I would like to emphasize that our observations naturally stem 
largely from our own experience, having started out as a small busi- 
ness, and from our experience in dealing with small businesses as 
suppliers of ours. 

In mentioning know-how or unique capability, I was bearing in 
mind that unique quality which a given organization can put to a 
given test in terms of administration or customer relations, personal 
services, which are a couple of item which you called attention to, I 
believe, in mentioning the corner grocery store. 

Most of the major grocery chains in the country today began as 
small businesses also, but they had something a little more or a little 
better or something that the customer in a competitive field liked 
better, and this is what I had in mind when I was talking about, if 
you please, some sort of proprietary position which also embraces, in 
my mind, in its broad generality, a unique capability or know-how 
which is something better than the next fellow has. 

The preceding witness mentioned 





Senator Lone. Consider an outfit like Sears Roebuck. From the 
time they started out, their objective was volume sales at a low profit. 
Mr. Rercuarp. Exactly. 
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Senator Lone. At low profit per unit, which turned out to be, I 
think, one of the finest things developed by American industry. 

But there is no proprietary interest even in that. Anybody could use 
it. 

Mr. Retcuarp. True. 

Senator Lone. It is just a matter of being smart enough and sharp 
enough so that you could keep the product moving at a low price and 
with a low profit on each unit. 

Mr. Reicwarp. Precisely. We certainly agree with that. 

The preceding witness mentioned the fact that one element that 
keeps small business in business is the fact that maybe they got there 
first with a unique idea or a way of doing things which, as you brought 
out, if one Senator runs his office better than another, the one who 
wants to know about it can get the information because it really is not 
proprietary—it is an industrial technique, if you please, which is 
public domain. 

Senator Lona. Yes. 

Mr. Reicuarp. Very many of the things that keep any business in 
business involve the same sort of thing. He has the advantage if he 
gets there first. 

I would hasten to add that Aerojet’s present position as large busi- 
ness does not stem from the fact that it holds a patent position to the 
exclusion of any other person doing what we do. 

As a matter of fact, the particular type of business we are in, al- 
though we were very early in it, our company started in 1942, has 
found many more companies becoming quite interested in the same 
field, and we are not aware under the patent and data provisions under 
the contracts that we hold any bar to the Government’s making our 
data available to other companies and, in fact, they have. 

Senator Lone. Do I understand your company is engaged, for the 
most part, in defense activities ? 

Mr. Retcnarp. Almost 100 percent; yes, sir. 

Senator Lone. What are the percentages of your total sales to Gov- 
ernment for 1956, 1957, 1958, and can you provide that? 

Mr. Retcuarp. I would say in each of those years over 99 percent. 

Senator Lone. Over 99 percent. 

What percentage of your total sales in 1942 or 1943 were made to 
the Government ? 

Mr. RetcHarp. 100 percent. 

Senator Lone. What was the value of your assets in 1942? 

Mr. Rercuarp. The company was started with a capital investment 
of $7,500, in March 1942. 

Senator Lone. That is phenomenal. 

Senator Lone. What would you say would be the value of your 
total assets now ? 

Mr. Retcuarp. I believe our net worth is approximately $58 mil- 
lion.*” 

Senator Lona. Is your corporation now an independent company 
or is it a subsidiary of another company ? 

Mr. Retcuarp. Aerojet-General Corp. is a subsidiary of The Gen- 
eral Tire and Rubber Co. The General Tire and Rubber Co. holds 
approximately 85 percent of the common stock of Aerojet. 





4> See footnote No. 6, p. 83, for supplemental statement submitted by Mr. Reichard. 
49646—60——6 
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Senator Lone. Is General Tire one of the largest corporations in 
America or among the 100 largest ? 

Mr. Reicuarp. I cannot tell you for sure. I believe that it may be, 
Senator. I have forgotten its position in the latest list.* I believe 
that it is. 

Senator Lone. As I understand it the market appraisal of Aerojet 
is over $300 million ; is that correct? 

Mr. Rercrarp. I did not get the first part of your question. 

Senator Lone. It is my understanding that the market appraisal 
of Aerojet Corp. on the stock market is over $300 million; is that 
correct / 

Mr. Reicuarp. I believe that is approximately correct; yes, sir. 

Senator Lone. The $58 million, 1 understand, would be the book 
value of your assets. If the patents are of no great value why would 
me market value of $300 million be so much greater than the book 
value ? 

Mr. Retcuarp. We have a certain backlog of continuing business 
which, if the Government does not terminate it, we can anticipate 
business in hand continuing for us for a few years, and we certainly 
feel that we have a potential to acquire more of the same sort of work. 

Senator Lone. In other words, if I understand your testimony 
here, you feel that most business does not rely upon patents—most 
large businesses do not rely upon patents and proprietary positions? 

This $300 million is a very large i I would be curious to know 
why you feel that there is that much optimism in the market over 
your stock. 

Mr. Retcuarp. Well, I do not believe that sort of optimism stems 
from any patent holdings that we have. 

We have found actually no practical monetary value from any of 
them as yet, and we ourselves do not anticipate them to be such in 
the immediate future. 

Our work is so highly specialized in the defense field, and I believe 
that may account for the optimism. 

Senator Lone. How about the value of the know-how, that is the 
advantages gained in working on these matters, do you think that 
would count in large measure for the optimism over your corporation ? 

Mr. Rercuarp. I would think so. The hard core of our technical 
team has been with us almost since our very beginning and, as a work- 
ing team of able people we think, perhaps, the people themselves, to- 
gether with the unique facilities which we have constructed, represent 
a very significant asset, although it is very difficult to place a monetary 
value on it. 

Senator Lone. When was your corporation acquired by General 
Tire? 

Mr. Reicuarp. General Tire first became interested in Aerojet in 
1944, at which time they acquired approximately 50 percent of the 
holdings of Aerojet. 





6 Excerpt from Mr. Reichard’s letter of Dec. 16, 1958, to the committee amending 
statement: On p. 149 of the transcript appears the interchange between Senator Long and 
me on the ranking of the General Tire & Rubber Co. I have deleted the phrase in the 
testimony, “I think it is around 151st,” but have ascertained the following information 
from two national magazines: 


i sta cincertcincnli epeemiesinmiianinoasenebabtner erenage SST 8 2 
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Senator Lone. Do you make or sell anything in the commercial 
market that is not a product sold to the Government ? 

Mr. Retcuarp. I Salons the answer to that is, no, Senator. We do 
sell JATO units on the commercial market, but they are almost iden- 
tical to the same unit sold to the Government. 

Senator Lone. You do sell some to private airlines, as well as the 
Government? 

Mr. Retcuarp. Yes, sir. 

Senator Lone. You manufacture it for the Government, I take it? 

Mr. Rercuarp. Yes. 

Senator Lone. And you have had some orders from private airlines 
I would assume ¢ 

Mr. Rercuarp. I would say that is correct. 

Mr. Gorpon. Can you please give us some information about the 
zine-chloride battery contract that amounts to about $5 million with 
the Signal Corps? This item seems to us to have some obvious com- 
mercial value to some of the cable companies. 

Mr. Rercuarp. Mr. Gordon, I am aware of the development which 
is under way. I am not aware of any significant anticipation or opti- 
mism within our company at all as to its commercial applications. 

We have largely found that it has a rather substantial application 
in defense work. It certainly might at some future date have a com- 
mercial application. 

I might draw an analogy which leads more closely to our primary 
field of business, which is rocket propulsion. We would hope that 
some day our rocket-type powerplants might apply to commercial 
transportation, but we see no immediate future for it. 

Mr. Gorvon. Do you manufacture cables for the Government ? 

Mr. Retcuarp. No; we do not. The battery itself looks like a cable. 

Mr. Gorpon. I mean the batteries for these cables, booster batteries, 
is that what they are ? 

Mr. Rercnarp. I am sorry, Mr. Gordon, I am not personally too 
familiar with this particular development. 

It appears to have immediate application to a Government require- 
ment and, as such, has not been produced in quantity. It is still under 
development. We hope that it has a bright future in defense appli- 
cations. 

Senator Lone. Could you give us a little more information about 
this growth from $7,500 up to a book value of $58 million? Was it 
because of profits plowed back into facilities that it now has a mar- 
ket value of $300 million? Were the surplus profits plowed back in 
or what? 

Mr. Reicuarp. All of our earnings or, I should say, substantially 
all of the earnings of Aerojet-General have been plowed back into 
facilities, and some private researches. 

We have paid out of all of our earnings less than 4 percent since 
our inception, as dividends. 


58 Supplemental information supplied by Mr. Reichard in letter dated Dec. 16, 1959, to 
the committee : 


“There has not been and is no contract between the Signal Corps and Aerotet that 
amounts to about ‘$5 million’ as suggested by Mr. Gordon. The development of this bat- 
tery, which is shaped like a cable, was undertaken by the company without a contract. 
However, after 10 of these batteries had been made the Signal Corps bought the actual 
hardware from Aerojet on a fixed-price-purchase order for a complete total amount of $790.” 
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We have not paid any dividends in the last few years, and we do 
not see any immediate opportunity to do so. 

It is a highly technical business which we are in, and which re- 
quires advancing our facilities, because the facilities, too, are special- 
ized, to keep up with technology, and as we see it right now, for the 
last 2 years our investment in facilities has been greater than our 
total earnings and depreciation, which has required us to go out and 
seek some new capital, actually. 

Senator Lone. You say about 80 percent of your patents have been 
granted and applied for as a result of Government-financed research. 

Would you give us some idea of where the other 20 percent came 
from or what type work is that on? 

Mr. Ricuarp. Some of these ,Senator, have been in connection with 
using rocket energy for oil well tooling, as well as defense-type 
products, in which we desired to undertake private research and see 
what we could come up with out of it. I mean, it was the sort of 
thing which the Government was not enthusiastic enough to buy, so 
we put some of our own money into it. 

Another typical example is the swimmer propulsion unit which 
we developed on our own. This is a man-powered underwater sub- 
marine. You probably have seen it or heard of it, and it is more in 
connection with the line of defense business which we are in. 

We have done some chemical researches which have gone into such 
items as cross-linking polyurethanes and I am reading this to you 
because I do not know what it means, but it is highly chemical, and 
applicable to solid rocket propellants. 

Senator Lone. I see you have a long list there, and I am glad you 
came prepared. 

If you have no objection we will just include that in the record as 
part of your statement without your having to read it.® 

Mr. Retcuarp. I think it is all right. This includes all of the 
patent applications of our company. 

Senator Lone. How many are there? 

Mr. Retcuarp. Senator, if I could ask your good offices, our patent 
counsel suggests that he would like to check each of these titles to 
be sure that the classified ones are not entered into your record, if 
I may. 

Sigil Lone. You can hand it back to us tomorrow if he wants to. 
We will be here tomorrow. 

Mr. Retcuarp. We will be most happy to give it to you. 

Senator Lone. I believe you testified that only three of your patents 
have commercial significance at present. Do you happen to have a 
commercial market for more of them ? 

Mr. Reicuarp. This is a natural hope of any business, that you 
might be able to establish a proprietary position in some field, which 
sort of puts you out ahead of the competition. 

I gave three as an example of some 400-odd applications, to show 
you how insignificant our patent applications are, and have proved 
to be, with respect to commercial fields. 


Sb See exhibit III(A), p. 92, for summary of Aerojet-General Corp. issued patents and 
pending applications. 
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Senator Lone. Well, your company has, by doing business with the 
Government, multiplied in value by 4 million percent or 40,000 times 
in a period of 18 years. 

It would appear to be a rather profitable business. 

Do you think your company would be willing to go along with a 
policy that would let the Government retain proprietary rights in 
patentable items? It seems to me that if you can multiply 40,000 
times in value exclusively on Government contracts, your corporation 
might be willing to forego some of the lesser advantages. 

Mr. Reicuarp. We, sir, agree that our business has been profitable. 
We would like it to be more profitable than it is. 

Senator Lone. Don’t you think that it would be a little bit optimis- 
tic to expect that you would grow 40,000 times larger in the next 18 
years ¢ 
" Mr. Reicuarp. Frankly, we do not anticipate it. As a matter of 
fact, we did not anticipate this other growth that has taken place so 
far, when we started. 

Actually, to get more directly to your question, the patent provisions 
which we have agreed to in all of our Government contracts are such 
that the Government naturally has a royalty-free, nonexclusive license 
to practice in any way in which the Government wishes any inventions 
or ideas which are first arrived at by the requirements of the contract 
in question. 

We have in certain instances helped the Government out in areas 
where maybe even the patent clause did not directly apply, but we 
do not feel, considering the overall consideration for the services that 
we perform, that the Government is in an unfavorable position under 
the present patent clauses which the Defense Department is using. 

Senator Lone. You have heard some testimony here today, I am 
sure, concerning the problems that some of these small business fellows 
have in obtaining the know-how. You are making large profits based 
on doing business almost exclusively with the Government. Would 
you not feel that know-how should be made clearly available to those 
who want to bid on Government contracts ? 

Mr. Reicuarp. Yes, sir; and it is, to the best of my knowledge. 

I am not aware of any specific instances where the Government has, 
having acquired under the terms of a contract the designs, the data, 
the patent disclosures applicable to a product, where the Government 
has not been able to use that information and it has, indeed, done so, 
to obtain bids from other people in developments which we originated. 

I would like to again mention, as I or earlier, that in our pn a 
with our own suppliers that we also extend these same patent priv- 
ileges to them so that should they make an invention they also retain 
the rights. 

We sometimes ask a supplier if we might not also enjoy a royalty- 
free license for any such inventions, just as the Government asks us 
for it, and if they refuse it we do not insist upon it, and some of them 
have indeed refused it. 

But they, at least, have the basic rights as a supplier under a Gov- 
ernment prime, even though they are second or third tier, in exactly 
the same way the prime contractor does. 
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Senator Lone. Would you say that position is typical of the larger 
corporations or would you say it is not typical? 

Mr. Reicwarp. I believe that it may be typical, because I have en- 
countered people in the industry who are also members of large com- 
panies and, of course, our company is also a subcontractor, although 
it is not small business; we do perform under subcontracts, and we 
find much the same procedure in their dealings with us under prime 
contracts, 

Senator Lone. When you take your patent; do you take them in 
the name of the corporation or is that permitted ? 

Mr. Retcwarp. Our patent applications are in the name of the in- 
dividual inventor, our employee or employees. 

Senator Lone. And then ? 

Mr. Retcuarp. Then they are assigned to the company, to the cor- 
poration by virtue of a patent agreement which each employee signs 
upon his being hired. 

Senator Lone. Does that arrangement result from the fact that 
under the law a corporation cannot apply for a patent? 

Mr. Rercuarp. Could I ask Mr. Brown to speak on that? He can 
answer much better than I. 

Mr. Brown. Sir, under the laws, so far as acquiring patents is con- 
cerned in this country, the application must be filed in the inventor’s 
name. There are other countries that differ from that practice. In 
England, for example—— 

Senator Lona. Can the inventor be a corporation ? 

Mr. Brown. No, sir; it must be an individual. 

Senator Lone. That is the point [ had in mind. 

It is for that reason that you require an agreement with those who 
work in your laboratories, I take it, that they will apply for a patent 
on what they find and assign it to you? 

Mr. Brown. Yes, sir. We must do this, for one thing, to satisfy 
our obligations to, for example, the Atomic Energy Commission 
which insists upon a chain of title all the way through. 

Senator Lona. Yes. 

If Government research and development contracts did not give 
you patent rights, would you have taken Government work? 

Mr. Rercuarp. Yes indeed. 

Senator Lone. I was going to ask if not, what would have been the 
alternative? The alternative, I presume, would have been to get out 
of business for your corporation ? 

Mr. Retcuarp. Exactly. 

Senator Lona. Do you feel that you would be in a position to demand 
a higher price if the contract did not give you exclusive patent rights 
for commercial application of what you developed ? 

Mr. Rercrarp. t think, Senator, that would depend upon the in- 
dividual case under consideration. 

It would be difficult to state that that would be our policy because 
I do not believe it really is. 

Senator Lone. Can you tell me what percentage of your contracts 
with the Government are on a cost-plus-fixed-fee basis ? 

Mr. Reronarp. Currently approximately 85 percent. 

Senator Lone. Now, does that mean that the other 15 percent are 
negotiated ? 





PATENT POLICIES OF THE FEDERAL GOVERNMENT—1959 





—— —  ———-- 





PATENT POLICIES OF THE FEDERAL GOVERNMENT—1959 79 


Mr. Rercuarp. The other 15 percent are in the majority negotiated 
fixed-price or fixed-price redeterminable contracts. There may be 
very few individual procurements which are as the result of ad- 
vertised competitive bids. 

Senator Lone. Now, from a dollar point of view would those fig- 
ures, 85 percent and 15 percent be the same or would it be different? 

Mr. Reicuarp. That is the basis that I was using, Senator. Nu- 
merically it is just about the same. 

Senator Lona. Yes. 

With regard to these fixed-fee contracts, do you believe that placing 
them out on bid might cause them to bring the Government a lower 
price or a higher price? 

Mr. Reicuarp. You used the term “fixed fee.” By this, do you 
mean the cost-plus-fixed-fee ? 

Senator Lona. Cost-plus-fixed-fee contracts; yes. 

Mr. Retcuarp. With very rare exceptions, almost all of the business 
which we are doing has been as a result of at least a design competi- 
tion, although they are negotiated contracts, and in our particular 
field of endeavor, the competition is quite keen with respect to tech- 
nical ability, know-how, good management principles, and so forth. 

The expression “negotiation” is quite true, there are sometimes some 
very exciting negotiations which go on, but you do not even reach the 
point of negotiation until you have gotten on top of that heap, so to 
speak, competitively from a design standpoint in most of the pro- 
grams we are undertaking. 

Senator Lone. What are the risks that you incur on your cost-plus- 
fixed-fee contracts ? 

Mr. Rercuarp. The risk of having underestimated the estimated 
costs and the possibility then of having to take so-called over-runs 
without any fee, the fee remaining fixed. 

Senator Lone. Have you had that happen to you on many 
occasions ? 

Mr. Reicuarp. We do have it happen to us. I can’t indicate wheth- 
er many is a good expression for it or not. All I know is that when 
it does occur to us we all feel pretty badly about it because it malad- 
justs the procurement agency’s budget and it reduces our profits. 

Senator Lone. Can you tell us the benefits that your company gets 
from research and development contracts? 

Mr. Rercuarp. I believe that the chief benefit that we see in under- 
taking a R. & D. contract is the hope that our ability in the particular 
development undertaken will put us in a preferential position for 
production. It is a hope rather than assurance because we have no 
way of being assured, and, in fact, the present laws don’t permit us 
assurance that we will be the only producer of an item that we develop. 

Senator Lone. It was my impression—and this is based on your 
earlier testmony—that experience and know-how, much of which you 
have achieved through these research and development contracts, is 
among your principal assets, if not the principal one. 

Mr. Rercuarp. You have not drawn a completely incorrect con- 
clusion from what I remarked. Certainly the effort which we have 
been in, the specialized line of product with which we deal, and the 
fact that almost our only consumer is the U.S. Government, indeed 
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all of these factors have placed us in a position of being pretty good 
at this product line we are in. 

Senator Lone. Wouldn’t that be a good example of benefits the 
company can get from research and development contracts ? 

Mr. Reicuarp. Yes, it is. 

Senator Lone. Have you found that there were many cases where 
you failed to secure a production contract for an item which you had 
developed on a research and development contract ? 

Mr. Retcuarp. Yes, there are several instances. One comes to my 
mind immediately, and that was in connection with the development 
of a flamethrower for the Army Chemical Corps, in which here again 
we had employed a rocket-engine type of principle in the nozzle of the 
flamethrower, and which we were unsuccessful in bidding competi- 
tively on the production. 

Senator Lone. Could you multiply this example or is that a special 
case ¢ 

Mr. Rercuarp. I am trying to recall another one immediately. 
There aren’t very many. Because the work that we are in advances 
so rapidly, often military requirements change and once a product is 
developed and on the shelf, its production is extremely limited, or 
perhaps not even continued until an emergency would require it. 

Senator Lone. Well, would you say, Mr. Reichard, that as the de- 
veloper of an item you are in a better position to get a contract if it is 
placed on order? 

Mr. Retcuarp. That is our hope. 

Senator Lone. Your hope? You ought to be able to testify for cer- 
tainty on that. 

Mr. Rercuarp. As I said before, we get no assurance that would be 
the logical outcome. You may be certain, however, that we work 
very assiduously to prove ourselves most capable of entering the pro- 
duction of a development we have Salleetalins and on that basis we 
do our very best to retain that sort of a job. 

Senator Lone. It would seem to me that if you develop the product 
you come nearer to knowing the costs and profit possibilities of that 
product than some fellow starting in fresh, who doesn’t know all the 
problems involved in producing it. 

Mr. Reitcuarp. That is true. However, unhappily, it can occur 
that the fellow who doesn’t know all the problems can offer a lower 
price and as a consequence get the job, where all the factors may not 
be thoroughly considered such as know-how. 

Senator Lone. What incentives do you have to reward the actual 
inventor of a product? 

Mr. Reicuarp. If you please, sir, I would like to ask Mr. Brown to 
speak to that. He is quite familiar with our patent-award plan. Mr. 
Brown. 

Mr. Brown. Sir, we have a patent-award plan of which we are 
more than a little bit proud. We think it is probably one of the most 

nerous, certainly in our industry and perhaps in all industries. 

he plan is designed to stimulate inventive thinking. It is set up to 
ive the inventor of a patented invention, because of the difficulty 
in figuring out where an unpatented idea ends and where another be- 
gins, participation in any profits we receive by way of licenses and 
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royalties, and this naturally would limit it pretty much to com- 
mercial products. 

We hope some day to have a commercial line of products. 
We think it is important that we do that. 

To give you some specific numbers, I think it figures out to 
around 20 percent of the first $10,000 of royalty revenue that we 
might receive goes to the inventor and beyond that I am not too cer- 
tain, but I believe it levels off to about 5 percent from then on. 

Senator Lone. Would this type of arrangement stimulate the in- 
ventor more, in your opinion, than section 806 of the NASA Act? 

Mr. Brown. Yes, sir. 

Senator Lone. Do you think you could compare the two and ex- 
plain why you think you feel that way? 

Mr. Brown. Yes, I think I can. Our award plan is a pretty auto- 
matic sort of thing, I might point out. I left out one important thing, 
which is we pay a bonus of $25 on filing and $75 on issuance. So no 
matter what happens the fellow gets $100. 

The NASA Act, of course, doesn’t provide that. There is no real 
stimulus to get a disclosure into NASA. 

There is also the distance factor, which I think must not be over- 
looked. Our plan is a somewhat more personal thing. The people 
are right there. They know the procedure. They know the routine. 
They know the people they are dealing with. They are helping their 
company. They are helping themselves. 

I think it is fair to say a fellow who is of an inventive disposition 
receives an award certainly above and beyond the awards that are 
obtained through the patent-award plan. I can think of a number 
of people who are very prolific inventors who now hold responsible 
positions in the company. This is something, of course, that the 
Space Act cannot do. 

There is also this aspect. Most inventors tend to be dreamers, and 
$100,000 is chickenfeed when you are dreaming. If you reflect a 
moment on the Space Act, if my memory serves me correctly, any 
award in excess of $100,000 requires the approval of the Congress. I 
don’t say that is impossible, but it certainly is a little more difficult. 

There are no limits in our plan. I will add very hastily I doubt 
very much that any inventor that I know is likely to earn $100,000 out 
of our plan. I doubt that Aerojet itself is likely to earn that amount 
in royalties. 

These are sort of rambling thoughts, but I really think our own 
personal sort of plan is more conductive toward invention. 

Senator Lone. You do not feel that recognition by the Govern- 
ment, the national publicity that is attendant to the individual, the 
honor, is more than the fixed award that your company gives in- 
ventors ? 

Mr. Brown. No, sir; I did not say that. I would like to make this 
point; that at the present time I don’t know of any awards that have 
been granted under section 306. I think if this were done, it might be 
a significant factor, and I would think that it would very well be, but 
I think the chances of any one individual obtaining a benefit through 
the Space Act are somewhat less than his opportunity to obtain a 
benefit through a plan such as ours. 
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Senator Lone. Now, Mr. Reichard has said in his prepared state- 
ment that Government R. & D. contracts are high-risk contracts. 
Why would you say that they are high-risk contracts? 

Mr. Retcuarp. I was thinking first in terms of the fact that hold- 
ing the R. & D. contract gives no assurance of future production. 
The earnings permitted by the Government on R. & D. contracts are 
necessarily quite low, and you can appreciate, I believe, the type of 
facilities all the type of technical manpower that we put to work on 
a given R. & D. contract might earn an appreciably higher rate of 
— if their efforts were devoted in another specific production area. 

his is, generally speaking, what I was referring to. 

Senator Lone. Your companys phenomenal growth would indi- 
cate the opposite, wouldn’t it ? 

Mr. Rercuarp. The phenomenal growth of our company is largely 
influenced by the interest our company has had in the defense efforts, 
and this in itself, I would say, is not, strictly speaking, the method by 
which most of the prominent established companies in this country 
were formed. It is not really on that basis. 

Senator Lone. Didn’t you describe your fixed-fee contracts as being 
roughly 7 percent of the cost ? 

Mr. Retcuarp. That is the earning rate. That is the maximum 
earning rate which we normally anticipate on cost-plus-fixed-fee 
contracts. Statutory provisions go up as high as 15 percent. The 
maximum on any one contract that we have received as a fixed fee has 
been 10 percent of estimated costs, and by far the average that we are 
receiving across the board is 6 percent. 

Senator Lone. Six percent of cost? 

Mr. Rercuarp. Six percent of estimated cost at the outset. 

Senator Lone. Now, that would work out, I take it, though, to be 
more than 6 percent. It would work out to about 614 percent if you 
stated it on a cost-plus basis. That would be about 614 percent over 
cost. Six percent of cost ought to be 614 percent over cost. You see 
what I mean? 

Mr. Retcuarp. I don’t quite understand your question, Senator, 

Senator Lone. Suppose the Government is paying you $100 and 94 
neve of that is cost, then 6 percent works out to be about 614 percent 
of 94. 

Mr. Retcuarp. Oh, I beg your pardon, sir. The 614 percent to 
which you referred does not exist on that particular cost-plus-fixed-fee 
contract. If the estimated costs were $94, the 6 percent would be 
taken as a percentage of the $94, and that would be slightly under 
$100 total price. 

Senator Lone. Yes. I see. 

What would be your guess as far as just the industrial average 
profits compared to volume of sales? 

Mr. Reicuarp. Our estimated earnings this past year—our fiscal 
year ended November 30, 1959—will be approximately 5 percent of 
our total sales before taxes. 

Senator Lone. And how would that compare with the profits on 
net worth? 

Mr. Retcuarp. I haven’t worked out the computation, sir. I don’t 
know offhand. 

Senator Lone. Would you provide that for the record ? 
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Mr. Retcuarp. Yes. ° 

Mr. Gorpon. I quote from page three of your statement: 

Another important reason is the fact that we are faced with the problem of 
preventing others from rediscovering an invention made by us in the performance 
of classified work and obtaining a pattern which would hinder or impair our 
activities under United States Government contracts or induce the Government to 
— production contracts to the later discoverer by reason of a patent obtained 
by him. 

I think this is a very interesting statement. Aren’t you really 
saying here that you want to get a patent as rapidly as possible so you 
can do to a competitor what you don’t want him to do to you; namely, 
to get a competitive advantage ? 

r. Brown. No, sir. 

Mr. Gorpon. What is the precise meaning of that statement, please? 

Mr. Brown. Under current ASPR regulations on the point I am 
now discussing—they have been the same for at least as long as I can 
remember—the Government requires a nonexclusive royalty license. 
In the standard patent-right clause there is an obligation imposed 
upon the contractor to file an application for inventions made or to 
see that the Government has the information needed to do so. There 
is a lot of information at times. Some of it of limited interest and 
some of it of substantial interest. 

I would like to give this example of the problem. The corn farmer 
in Iowa is struck by a flash of genius and invents a brand new rocket 
motor. We invented the same thing, let’s say, a year ago. Our 
invention is licensed to the Government. My hypothetical farmer 
in Iowa owes no obligation to the Government. His invention is 
strictly proprietary tohim. He can compel—well, I am getting ahead 
of my story. 

In our case we could under normal circumstances, if there were no 
commercial potential and we wished to do so, publish an article 
describing the invention, and after a year this would be in effect a 
statutory bar against anyone acquiring a monopoly. It would in 
effect put the inventions within the public domain. 

If you did not file and the invention were kept secret for security 
reasons, and another person independently, on his own, reinvented 
the same thing, he could nonetheless acquire a monopoly as against 
both Aerojet, For example, and the Government. Do you follow me? 

Mr. Gorpon. I follow you. 

Mr. Brown. So in a sense we are protecting both our right to 
manufacture and the Government’s right to manufacture at one and 
thesametime. That is the thing we were alluding to there. 





* Information subsequently supplied by Mr. Reichard follows: 
“SUPPLEMENTARY INFORMATION FOR MONOPOLY SUBCOMMITTEB, Dec. 9, 1959 


“As requested by the chairman during testimony on Dec. 8, the following additional 
fiscal information on Aerojet-General Corp. is offered. 

“During the testimony Aerojet’s net worth was estimated at approximately $58 million. 
Actually, although the books of the company have not been audited for the end of our 
fiscal year as at Nov. 80, 1959, the estimated net worth of the company, including borrow- 
ings of approximately $8 million, is $60,800,000, It is also estimated that the net earnings 
of the company, after taxes, as at Nov. 86, 1959, will be $8,100,000. Upon the basis of 
these estimates, the earnings of Aerojet-General Corp. for its fiscal year 1959 would be 
approximately 13.3 percent, after taxes, of the company’s net worth, 

“We wish to emphasize that through the years of our company’s growth, thorough 
scrutiny by the Renegotiation Board each year has revealed that the earnings of Aerojet- 
General. have not been excessive. It is also desired to point out that in 1957 the company 
obtained $7,300,000 in new capital and in 1959 obtained an additional $12,400,000 of new 
capital to assist in our program of facilities expansion needed to conduct defense programs.” 
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Mr. Gorpon. But if you didn’t take title, the Government would 
take title. 

Mr, Brown. Not necessarily. 

Mr. Gorvon. There seems to be a regulation or at least the prac- 
tice. Mr. Falvey‘ will say that tomorrow in his prepared statement, 
that the Government will take title if the contractor decides not to do 
so and if it is in the public interest to take title. 

Mr. Brown. Yes, but this does not establish the priority date. 
You see, as a matter of procedure what happens is that at two steps 
along the line somebody says it is either patenable or not patentalle. 
That is the first determination. It is either an invention or it is not 
an invention. Assuming you decide it is, then you decide whether 
or not you are going to file for it. In doing that you normally would 
consider what advantage accrues to me if I wish to file this application. 
If there is no advantage at all, there is no point in filing it. Do you 
follow me? 

Now, then at this same time that we elect not to file, at this same 
time then the determination is again made by the Government as to 
whether or not the invention is patentable, do you see, and even if it 
is patentable, there the Government itself may decide that it does not 
warrent the protection—its significance and potential does not war- 
rant a patent protection. 

If I may speak of my peneee! experience, I have been at this for 
some time now, but my batting average on spotting patentable in- 
ventions is not nearly as good as I would hope for it to be. You just 
simply can’t do this. 

Mr. Gorpon. This is done then for defensive reasons. 

Mr. Brown. Yes the point that you referred to in the prepared 
testimony, yes, was referring to defensive patent protection. 

Mr. Gorvon. But this is the crucial part of the sentence right here: 
* * * induce the Government to grant production contracts to the later discov- 
erer by reason of a patent obtained by him. 

Mr. Brown. Yes, we are referring there to a private monopoly, 
a patent owned by an individual, not subject to a license to the 
Government. 

Bear in mind that where Aerojet-General makes an invention under 
an R. & D. contract the Government and any Government prime con- 
tractor can manufacture that invention under the patent without con- 
cern. The Government is licensed, but where my hypothetical individ- 
ual makes an invention with no relation whatsoever to the Government, 
that is a personal monopoly to him which may be asserted against the 
Government. It can only be asserted against the Government because 
of the special provisions in our laws which provide that the contractor 
cannot be enjoined. 

Mr. Gorpon. Do you engage mostly in defense work? 

Mr. Brown. Yes, sir. 

Mr. Gorpvon. Is it very likely that a private individual would 
develop something that way ? 

Mr. Brown. Oh, yes, very definitely it is. 

Senator Lone. This thought occurs to me. If it isn’t provided in 
our patent laws shouldn’t we then amend those laws to make available 


7 James P. Falvey, Deputy Assistant Secretary of Defense (Supply and Logistics). See 
p. 279 for statement. 





PATENT POLICIES OF THE FEDERAL GOVERNMENT—1959 8&5 


to the Government any patented invention for a reasonable fee that we 
need for national defense? 

Mr. Brown. Sir, there is such a provision. The Government may 
use any patented invention subject to payment of compensation. Now, 
the payment of compensation is, of course, an additional cost. It isa 
cost as between a contractor who owns the patent and one who does not. 
The Government is probably better advised to go to the owner of the 
patent because then perhaps he need not pay that additional consid- 
eration. That is the only point Iam making. I say there is some 
inducement, but I will again point out the Government need not respect 
patent rights. 

Mr. Gorvon. If Government policy were to take title, then there 
would be no problem here ? 

Mr. Brown. No, that would not be an answer to the problem. 

Mr. Gorpon. If you develop something at Government expense and 
the Government takes title, what is the problem ? 

Mr. Brown. That would not be the answer to the very special prob- 
lem I am alluding to just now that arises primarily because of security. 
Security conceals an invention, keeps it from coming into the public 
domain, and as you know, when you reach a given time and an inven- 
tion is ripe to be made, very often more than one person makes it. The 
Government may lose its ownership even if it has title if it does not 
go ahead and file a patent application. 

Now, I submit from my own personal analysis of the thing, when 
you take something as complex as a Titan rocket, for example, I am 
quite certain that there are many little wrinkles in there that if you 
were to go after them individually you could acquire a patent but if 
you didn’t you might just find that some little wrinkle came home to 
roost at some day in the future. You try to guard against this kind of 
thing. This is one way you can do it. 

Senator Lone. Suppose you pay a man to invent one of these items 
to which you have referred. He invents it; files for a patent; and 
then he assigns it to you. When the Government has paid you in 
turn to have that done, you could just as easily assign that to the 
Government. As far as putting it on record and giving notice, the 
notice is. there whether the Government is holding the patent or 
whether you hold it. 

Mr. Brown. Where that is all that is involved I agree with that 
statement. 

Senator Lona. Now, let’s get to your second point. You would 
not want a private inventor who does not have a Government con- 
tract to go out and file the same patent because he would then be at 
a cost advantage over you or anybody he licensed would be at a cost 
advantage over you if they were trying to produce the same product. 

Mr. Brown. Traditionally the first inventor is the one entitled to 
the rights. He may dispose of them as he sees fit. He can bargain 
them away, give them away, or sit on them and let them rot away. 

Senator Lone. But the point is that assuming that you were com- 
pelled to transfer a patent over to the Government on the basis of 
what you achieved on a Government research and development con- 
tract, there would be an incentive to you to file as soon as you could 
because if you didn’t do that and another private inventor developed 


it, he would have a cost advantage in producing the same item as 
- against you, would he not? 
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Mr, Brown. Absolutely. I submit, however, this is detrimental to 
both our interest and that of the Government. 

Senator Lone. Why is it detrimental tothe Government’s interest ? 

Mr. Brown. Because the Government could itself prior to the 

uisition of the patent by a private inventor, practice the invention 
either through Aerojet, for example, or through any other company. 
Now, its choice is restricted to one source unless it is willing to pay 
a premium, and that one source may not be able to produce at a low 
cost or may not be able to produce a quality product. 

Senator Lone. But you just got through saying it would be to 

our advantage to protect both your interest and the Government’s 
interest to begin with? 

Mr. Brown. Yes, sir. 

Senator Lone. Even if the Government held the patent, even if 
you were required to sign the patent rights to the Government. 

Mr. Brown. It is important to avoid the adverse monopoly for 
a later re-discovered invention. I think that is true no matter whose 
interests are involved. That is the point I am making. 

Mr. Gorpon. Suppose an individual inventor comes across some 
classified material, could he patent it? 

Mr. Brown. No, sir; maetoee provide that only the inventor may 
file an application. If you were to appropriate an invention from 
documents of that character, it would be a fraud upon the Patent 
Office and presumably the patent could be declared invalid for that 
reason. 

Mr. Gorpon. It could be declared invalid? 

Mr. Brown. Yes, sir. I am not suggesting that anybody is making 
a. practice of appropriating inventions out of classified materials. 

Mr. Gorpon. os much of your business is research and develop- 
ment and what percentage of your business is production ? 

Mr. Reicnarp. Approximately 85 percent of our business currently is 
research and development and about 15 percent is production. 

Mr. Gorpon. Approximately how much of your own money is spent 
on research and development? Or does the Government pay for it 
completely ? 

Mr. Reicuarp. This varies from year to year, depending upon which 
programs our corporate management feels are worthy of this type of 
investment. In some years it has been as high as half a million to a 
million dollars. 

Mr. Gorvon. Do you know what percentage that would be? 

Mr. Retcnarp. In terms of our total volume of business ? 

Mr. Gorpon. Yes; in terms of your total volume of R. & D., yes. 
Roughly. 

Mr. Rercuarp. Something like 1 percent. 

Mr. Gorvon. That is a pretty small percentage, is it not? 

Mr. Reicuarp. A very contr percentage; yes. 


Mr. Gorvon. What do you mean by—and I quote from your statement 


that years of experience and know-how, which is the lifeblood of corporate exist- 
ence, becomes freely available to competitors in exchange for a maximum 
7-percent fee. 
Is this a cost-plus-fixed-fee or royalty ? 

Mr. ReicuarD. No; we are referring to the cost-plus-fixed-fee. 





PATENT POLICIES OF THE FEDERAL GOVERNMENT—1959 87 


Mr. Gorvon, Now, you close your statement by saying that, and I 
quote: 

Destroy the ability te acquire a proprietary position in any field and you will 
find higher mortality rates in all. 

By proprietary rights do you mean monopoly rights? 

Mr. Reicuarp. Not necessarily. As I referred earlier to a proprie- 
tary position, I feel that it includes all the element of good manage- 
ment, facilities, the resources of any given organization to produce its 
services or products some of which are not necessarily protected at all 
by present law. 

Mr. Gorvon. Do you feel that a monoply position in a particular 
industry will deter investment in that industry? To put it another 
way, do you think that if the company doesn’t have a monopoly in an 
industry, it isn’t going to invest ? 

Mr. Retcuarp. No; I don’t think so. 

Mr. Gorvon. Let’s now be more specific and examine one particular 
contract between your company and the U.S. Government. The con- 
tract is that for the rocket motor of the Titan missile and the concomit- 
ant maintenance contract. How much money is involved? 

Mr. RetcHarp. Just a moment. The current total funding for the 
Titan engine development approximately $270 million. A concomit- 
ant contract which provides for certain manufacture and delivery of 
that engine, together with certain ground-support equiment and tech- 
nical manuals, reports and maintenance planning, is currently funded 
at approximately $75 million. 

r. Gorvon. That is for the prototype, or is that the volume 
production ? 

Mr. Retcwarp. There is no such thing as volume production on it. 
This is the manufacturing of the first developed engine. 

Mr. Gorvon. Is this on an R. & D. contract, or is this part of your 
supply contract ? 

Mr. Retcuarp. The first contract which I mentioned, the develop- 
ment contract, is strictly an R. & D. contract. The second contract 
is also a cost-plus-fixed-fee contract, with the usual provisions for 
R. & D. type contracts contained within it. 

Mr. Gorvon. This is partly R. & D. and partly supply ? 

Mr. Retcrarp. Correct. 

Mr. Gorpon. Now, what are you supposed to develop? Precisely 
what is the Government supposed to be getting as a result of its con- 
tracts with you for this item ? 

Mr. Rercwarp. It is supposed to be getting the power plant which 
will provide the correct performance for the Titan missile. 

Mr. Gorvon. How about all the data that goes with it? 

Mr. Retcuarp. All the data that goes with it ; indeed, yes. 

Mr. Gorvon. Have you already delivered up to the Government 
all the scientific and technical knowledge developed by you with re- 
spect to this particular machine? 

Mr. Reicuarp. We are delivering it on a current basis as rapidly 
as it is produced. At the end of any given phase in development, 
when a design has completed all of its development and qualification 
testing and is in fact declared to be an operational design, the final 
material applicable to that operational design will be delivered. 
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Mr. Gorpon. Will the data be adequate so that another competent 
company armed with this data could produce the rocket motor? 

Mr. Rercuarp. That is what the Air Force says. 

Mr. Gorvon. How about maintenance? Will there be adequate 
data so any other company could repair and maintain these motors ? 
Could a small company produce any of its parts? 

Mr. Reicuarp. To the extent the Government has specified that 
there should be maintenance outside the factory, this is correct. 
However, the device is an extremely complicated Jake and requires 
highly specialized knowledge and techniques on the part of the in- 
dividuals working with it, and my understanding of the contract 
is such that the Air.Force has an established logistic program which 
does involve overhaul and maintenance depots and so forth. We 
naturally have to comply with those requirements to the extent that 
we are contracted to do so. 

Mr. Gorpon. I was given the impression by certain people who are 
in the Defense Department that this is one of the few contracts which 
does not require delivery to the Government of data and scientific 
knowledge. Did you check on that ? 

Mr. Reremarp. [ think I know what you are referring to. I be- 
lieve that this stems from what was originally a mistake in the 
compiling of the contractual document itself. The procurement 
people and our company contracted in the negotiations to deliver 
data in accordance with certain standard data clauses. In the final 
assembly of one of the contractual documents, the page containing 
the data clause was not assembled with the document, but as far as we 
are concerned and as far as the Air Force is concerned, and indeed, 
by a general amendment to correct that mistake, the data clause is 
indeed included in those contracts. So the data will indeed be de- 
livered. In fact, it has been delivered from the outset of the contract 
in accordance with that clause. 

Mr. Gorpon. You say this data clause was left out through error ? 

Mr. Reicuarp. It was a clerical error and certainly as such, there- 
fore no competent person would suggest that it wasn’t a part of the 
contract. 

Mr. Gorpon. Since the Government has paid for the development 
of this item, the data involved would no doubt be the property of the 
United States, would it not? 

Mr, Rercuarp. Absolutely. 

Mr. Gorvon. To do with as it wishes ? 

Mr. Retcuarp. Yes, indeed. 

Mr. Gorvon. That includes foreign rights, too, doesn’t it ? 

Mr. Reicnarp. I am not certain that the data clause included in 
those contracts includes foreign rights. As far as I know they are in 
accordance with the standard ASPR clauses that were current at the 
time and do not include foreign rights. 

Just a moment. We may have a different answer. 

No; this one has no restrictions on it, Mr. Gordon. 

Mr. Gorpon. Pardon ? 

Mr. Retcuarp. The data clause in the Titan-engine contract has no 
distinction with regard to foreign or otherwise. I will quote. 

Mr. Gorvon. Could you supply that, please ¢ 
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Mr. Reicuarp. Indeed, yes. I will turn it in, but I will quote that 
particular section: 

The Government may duplicate, use, and disclose in any manner and for any 
purpose whatsoever, and have others so do, all subject data delivered under 
this contract. * 

Mr. Gorpvon. How about patent rights on the rocket motor itself 
or on its parts? Who gets that? 

Mr. Retcnarp. That is the standard ASPR provision which the 
Air Force calls PARO * No, 9-4. 

Mr. Gorpon. Your company gets that? 

Mr. Retcuarp. Yes. I can turn this in to you. It is ASPR clause 
9-107.2(b) .8” 

Mr. Gorpon. Suppose the U.S. Government decides it wishes to 
have manufactured in the United States a quantity of rocket engines 
for delivery to our allies, how does this work out? Please outline 
the exact details of such a transaction ? 

Mr. Brown. As far as I am concerned, if the U.S. Government 
itself desires to produce those missiles, for whatever purpose it may 
wish, it has the right to do so under the terms of this contract. 

Mr. Gorpon. Now, suppose the U.S. Government decides that it 
is in its interest to allow, say, a French manufacturer to produce the 
rocket engines for its own Government. How does this work out? 

Mr. Brown. Under the terms of the patent-rights clause if patent 
rights are involved, my interpretation to the clause is the French 
Government would require a license. 

Mr. Gorvon. And pay the Aerojet Co. royalties? 

Mr. Brown. Yes, sir. I might also add this additional factor. I 
don’t think that any knowledgable company or government would 
undertake to manufacture a system like Titan or a number of others 
that I might mention without technical assistance from the original 
manufacturer. 

Mr. Gorpon. They would have to pay for the technical assistance 
in addition to the royalty; would they not? 

Mr. Brown. I think you would find the royalty would be relatively 
modest. The technical assistance, of course, is the essential element. 

Mr. AnsbBerry. I understand your testimony to be that only three of 
of your several hundred patent applications are believed to have 
commercial application; that only three of your several hundred 
patent applications are believed to have commercial application ? 

Mr. Brown. That is correct. 

Mr. AnsBerry. How many of your unpatented developments under 
Government R. & D. would you say have commercial application 
although not patented ? 

Mr. Retcuarp. It is difficult, sir, to really predict these things. 
I should perhaps correct my immediate prior response. We have 
found that out of all of our patent applications only three currently 
have commercial application. We are hopeful that others of our 
patent applications will someday find commercial values, but because 
of the very nature of our business, being as specialized as it is, we 
really have only one customer, and that is the Government, and we 
do not foresee in any particular instance an immediate use com- 





§ See exhibit III(B), p. 97. 
88 Patent and Royalty Office. 
8> See exhibit III(C), p. 101. 
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mercially of these four-hundred-odd inventions that we have made 
since our company started. 

Mr. Awnsperry. What about this nitromethane explosive which 
is considered for use in the petroleum industry # 

Mr. RetcHarp. That was a hope that we once had, and I think that 
it ore proved itself not to be as happily commercial as we wanted 
it to be. 

Mr. Brown informs me it now has revived interest, and nobody told 
me it had. Apparently we have to improve it considerably to make it 
work, Mr. Brown informs me, and that would mean necessarily we 
would have to do that with our own money, so we will have to decide 
how much to risk. 

Mr. Ansperry. I see. 

Senator Lone. Let me ask this question. Now, assuming that some 
of these patents do become valuable, that one of these days they will 
have a very substantial business use. Do I understand that you would 
have a monopoly or proprietary position with regard to that item for 
civilian use? 

Mr. Rercuarp. Yes, sir. 

Senator Lone. Suppose you came up with something that would 
drive a better automobile, for example, or propel a better aircraft. 
That would be exclusively yours for private sale even though the dis- 
covery had been financed by the taxpayers? 

Mr. Retcuarp. Yes, sir. 

Senator Lone. Now, if someone wanted to manufacture this in com- 
etition with you, he would have to pay you a fee or become your 
icensee, would he not, and pay you the amount you would be willing 

to agree upon for the use of that patent? 

Mr. Rercuarp. For commercial use; yes, sir. 

Senator Lone. That would in turn increase his cost of producing and 
selling that same commodity ? 

Mr. Reicuarp. Yes, sir. 

Senator Lone. And you would be able to secure a higher price 
because you have a monopoly position than you would if you were 
faced with competitors; isn’t that so? 

Mr. Rercnarp. Yes, sir. 

Senator Lona. That is the whole idea of patents. Considering 
the fact that the taxpayer is paying you to develop this thing in the 
first instance, and your business has been very successful in doing it, 
why should he pay you a second time to buy your product for 
commercial use ? 

Mr. Rercnuarp. I haven’t really looked at it from that standpoint 
and considered it to be a particularly bad thing. The sort of earn- 
ings which the Government pays us to do the work we do and the 
services which we perform considers that ultimate possibility, and 
we feel in negotiating a contract with such a patent clause that part 
of the consideration and therefore part of the payment for our services 
is that future possibility such as you have described. 

Senator Lona. Well, here is the thought that occurs to me. I am 
sitting here as a representative of the taxpayers, and there is also some 
interest on the part of some industry in my State, because we are 
trying to get some business along with others. Now, you appear to 
be a very nice fellow, the kind of fellow perhaps I could do business 
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with. But suppose you are a hard-hearted Hannah and I make a 
contract with you for military application of some research, and 
then about 10 years from now I find that you are going to make me 

ay through the nose to get back the same thing I paid you for to 
Coole with. Why should I sign that type of contract? Why 
shouldn’t I bargain for a contract where if I pay you $5 million or 
$15 million or $20 million, and you make a nice profit out of it, that 
what you developed is something I won’t have to pay for twice? Once 
I have paid for it, it is mine. 

Mr. Rercrarp. As I understand it, Senator, it is possible right 
now for the Government buyer, if he wishes, to so negotiate to have 
me undertake a contract as a contractor in which I completely re- 
linquish any rights whatsoever to any inventions which I might 
make and give them to the Government. 

Senator Lone. The Government can ask again for that. 

Mr. Reitcuarp. Yes, they can. 

Senator Lone. Why shouldn’t they ? 

Mr. Rercuarp. I guess they do sometimes. We try to avoid it if 
we can because the Government on the one hand doesn’t offer a very 
high profit with the other hand when it bargains that way, that 
is all. 

Senator Lone. You testified just about half hour ago that you 
would certainly take the contract on those terms and so far as you 
know you probably wouldn’t even ask for any more money. 

Mr. Rercuarp. I didn’t quite say it that way, but I did say we 
would certainly take a contract on those terms if it were 100-percent 
Government practice to just see to it that R. & D. contracts never gave 
any rights to the contractor or permitted the contractor to retain the 
rights that he starts out with. If that were part of the bargain, we 
would go along with it, and the chances are we would probably do our 
best to stay in the R. & D. business. We wouldn’t like it though. 

Senator Lona. The odds are if you had been doing business that way 
you wouldn’t be here complaining that your company had only mul- 
tiplied 40,000 times in value. You would be fairly satisfied you had 
made a fairly good deal. 

Mr. Rercuarp. We think it is an all right deal. It is rather 
modest, but we like it. 

Mr. Ansperry. One further question. We discussed here this 
morning the British Government patent policy in connection with 
their R. & D. where they take a proportion of the fruits of the invention 
and retain either a percentage of the royalty which you might receive 
from another manufacturer or charge you direct royalty on your own 
manufacture. What do you think of such a system in this country? 

Mr. Rercuarp. Mr. Brown is our patent counsel. I haven’t con- 
sidered that problem. He suggests that it would be all right. 

Mr. Gorvon. In other words, we aren’t getting as much as we 
could have gotten out of you in the first place. 

Senator Lone. I was just noticing here in a statement made by Con- 
gessman Harris B. McDowell, Jr., of Delaware, that the Viscount 
developed under Government contract has returned enough to the 
British treasury to cover their original cost and yield a profit. They 


actually made money on it. (See p. 373 for Mr. McDowell’s state- 
ment. ) 
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Let me thank you for your testimony, Mr. Reichard, and congrat- 
ulate you on the selection of an able counsel. Apparently he has a 
few more years to go at this business. Apparently he will last awhile. 
He seems to be getting along very well. 

Thank you very much. 

We will include in the record at this point, the following documents 
submitted by Mr. Reichard, and referred to during the course of his 
testimony : 

(A) List of Aerojet-General patent applications. 

(B) Data clause and patent clause of the Titan engine contract 
which were requested for the record. 

(C) ASPR (Armed Services Procurement Regulation) Clause 
9-107.2(b), from which the contract patent clause was derived. 

Following these documents we will insert the prepared statement 
of Mr. Reichard (p. 104). 

(Documents submitted by Mr. Reichard follow :) 


Exursit III (A) 
I. SUMMARY OF AEROJET-GENERAL CORPORATION ISSUED PATENTS 


SOLID PROPELLANTS 


51 Propellant Composition 

90 Propellant Composition 

91 Solid Propellant Charge for Rocket Motors 
124 Rocket Propellant Charge and Liner 


CHEMICAL COMPOSITION AND PROCESSES 


296 2,2-Dinitro-1,3-Propanediol 

143 Dinitrodiols and their Alkali and Alkaline Earth Metal Salts 
151 Tetranitrodiols 

180 Trans-vinylene Diisocyanate 

206C a,a,w,w-Tetrahalo-a,w-Dinitroalkanes 


232A-C Amino Esters 
232C—C N-(Carboxyalkyl) Dinitro Lactams 


LIQUID PROPELLANTS 


1 Reaction Motor Operable by Liquid Propellants 
1D Reaction Motor Operable by Liquid Propellants 
1D-3 Rocket Propulsion Method 
1D—4 Rocket Propulsion Method 


43 Operation of Jet Propulsion Motors with Nitroparaffin 
44 Fuel Combustion 

54 Fuel for High Impulse Jet Motors 

96 Nitroalkanes with Chromium Acetonylacetonate 

97 Fuel Containing Nitromethane and Nitroethane 


110-C Method of Jet Propulsion by Spontaneous Combustion of Furfural 


MISCELLANEOUS 

79 Lubricant 

80 Protective Coatings 
113 Propellant Composition Comprising Nitroparaffin Gel 
113-D Process for Gelling Liquid Nitroparaffins 

163 Cation Exchange Apparatus 

240 Method of Removing Heavy Metal Ions from White Fuming Nitric 

Acid 

321 Method of Programing the Precession of Gyroscope 


355 Method of Preparing Boron Trialkyl 
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I. SUMMARY OF AEROJET-GENERAL CORPORATION ISSUED PATENTs—Continued 


103 
117 


130 
131 
136 
153 
156 
158 


372 


107 


123 
128 
145 
148 
174 


63 

81 
133 
171 
194 
222 
297 
345 
397 
436 


362 


452 


ROCKET MOTORS AND COMPONENTS 


Jet Propulsion Motor 

Motor 

Motor 

Reaction Motor 

System for Jet Propulsion 

Rocket Motor with Solid Propellant and Propellant Charge 

Exhaust Nozzle for Rocket Motors 

Ignitor 

Reaction Motor with Fluid Cooling Means 

Jet Thrust Motor 

Pressure Release 

Thermal Jet and Rocket Motor Propulsion System 

Rotary Reaction Motor 

Jet Motor Operable by Monopropellant and Method 

Liquid Propellant Injection System for Jet Motors 

Jet Motor with Cooling System 

Sequence Firing of Jet Motors 

Two-Piece Jet Thrust Motor 

Jet Propulsion Device 

Reaction Propelled Device for Operation Through Water 

Jet Propulsion Device for Operation Through Fluid Medium 

Motor Mounting 

Reaction Motor with Propellant Charge Mounted in It 

Combustion Chamber for Gas Generation Provided with Cooling Means 

Means for Igniting Propellant in Rocket Motors 

Apparatus for Jet Propulsion through Water by Combustion of Car- 
burated Fuel 

Device for Jet Propulsion through Water 

Initiation of Propellant Decomposition 

Apparatus for Mounting Solid Propellant in a Rocket Motor 

Fuel Injector Pump 

Gasoline Air-Hydropulse 

Propellant Supply System for Jet Propulsion Motor 

Pressure Absorbing Device 


TESTING AND INSTRUMENTATION 


Pressure Operated Resistor 
Pressure Pickup 

Pressure Responsive Device 
Pressure Measuring Device 
Pressure Pickup 

Metallic Film Plectrical Pickup 
Gelation Timing Device 
Resonant Mounting 


CONTROL DEVICES 


Electrical Control System 

Valve 

Valve 

Diaphragm Safety Device 

Valve 

Autopilot Steering System 

Switch 

Method of Programing the Precession of Gyrocope 
Fluid Pressure Operated Dispensing Device 
Differential Fluid Pressure Switch Device 
Pressure Responsive Actuator 


IR AND OPTICAL 
Scanning Device 
Optical Rectifier 
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I. SUMMARY OF AEROJET-GENERAL CORPORATION ISSUED PATENTS—Continued 


239 
246B 


13 

48 
112 
114 
159 
211 
216 
235 
239 
253-A 
253-—C 
272 
356 
365 
366 
431 


15 
16 
17 
18 
20 
34 
35 
36 
463 


OIL WELL 


Fracturing Formations in Wells 
Oil Well Tool 
MISCELLANEOUS 


System of Propulsion 

Filling Nozzle Valve 

Nozzle Valve 

Detonation Trap for Liquid Explosives Using Frangible Coupling 
Fluid Delivery Device 

Valve 

Coupling Device 

Nozzle 

Fracturing Formations in Wells 
Swimmer Propulsion 

Vessel 

Turbo-Pump 

Scanning Device 

Anti-Chatter Switch 

Compressed Air Reciprocatory Vibrator 
Method of Making Metal Joint 


DESIGN PATENTS 


Design for a Jet Motor 

Design for a Jet Motor Cap 

Design for a Jet Motor Cap 

Design for a Jet Motor Cap 

Design for a Jet Motor Cap 

Design for a Rocket Motor 

Design for a Rocket Motor 

Design for a Rocket Motor Nozzle 
Flame Thrower Fuel Group Assembly 


II, SUMMARY OF AEROJET-GENERAL CORPORATION PENDING PATENT APPLICATIONS 


427 
428 
506 
597 
598 
254-C 


246 
248 
459 
543 
5A4 
571 
572 
575 
601 
602 
603 
604 
605 
607 
623 
657 
247 
492 


INFRA-RED AND OPTICAL DEVICES 


Image Nutator 
Image Nutator 
Acquisition Scanner 
Proximity Warning Systems 
Infrared Azimuth Receiver W-12 
Optical Detector 
OIL WELL APPARATUS 


Piston Type Heat Engine for Submerged Operation in Oil Well 
Gas Envelope for Oil Well Perforators 
Explosive Method of Fracturing Oil Wells 
Setting Tool, Propellant Operated 
Propellant Set Bridging Plug 

Well Packer 

Segmented Slips for Oil Well Packers 
Method of Seismic Exploration 

Junk Breaker for Use in Oil Wells 

Spring Loaded Firing Device 

Floating Go-Devil Firing Device 

Firing Device for Oil Well Tools 
Telescopic Firing Device 

Packing Unit for Oil Well Tools 

Oil Well Tool Pressurizing Device 
Expanding Chamber Shaped Charge 
Bailing Device for Wells 

Bucket Type Jet Bailer 
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II. SUMMARY OF AEROJET-GENERAL CORPORATION PENDING PATENT APPLICATIONS— 


282 
303 
323 
358 
370 
398 
408 
434 
474 
501 
249 
390 
424 


121 
109 


129 
135 
189 
192 
257 


354 
357 
361 


374 
486 

58 
251 


119 
120 
215 
160 
488 
569 


52 
137 
149C 
162 


812 


1448 
160D 
168 
178 
210D 


Continued 
TESTING AND INSTRUMENTATION 


Electrical Pressure Detecting Device 
Gas-Liquid Detector 


CONTROL DEVICES 


Fluid Flow Modulator 

Valve Structure to Control Liquid Fuel Rocket Motors 
Electronic Gate Circuit 

Malfunction Control for Liquid Fuel Rocket Motors 
Gravimetric Flow Ratio Control Device 

Geared Shaft Synchronizing Phasing System 

Line Valves for Fluids 

Hydraulic Valve 

Method of Firing Explosive Charages Simultanesously 
Modulation of Sound Sources 

Shut-off Device 

Electrical Monitoring System for Gas Pressure 
Pressure Switch 


PROPULSION MOTORS AND COMPONENTS 


Method of Initiating Decomposition of Propellant in Rocket Motor 
Jet Propulsion 

Method & Apparatus for Jet Propulsion through Water 
Inverted Hydropulse 

Device & Method for Jet Propulsion through a Water Medium 
Jet Propulsion Device for Operation Submerged in Water 
Turbojet Motor 

Safety Diaphragn 

Heating Tube 

Gas Generator 

Shock Absorber 

Thrust Chamber 

Thrust Reverser 

Injector 

Gas Generator 

Thrust Reverser 

Jet Propulsion Apparatus 

Power Plant for Bi-Medium Missile 

Folding Fin 

Hydroturbojet 

Means for Supporting a Propellant in Rocket Motor 
Nozzle 

Hydroductor 

Ignitor 

Spark Gap Device 


LIQUID PROPELLANTS 


Jet Propulsion Motor Operation 

Propellant Fuel 

High Energy Fuel Compositions 

Oxidizer Compositions 

Stabilization of Nitromethane 

Monopropellant Fuel 

Method of Accelerating Thermal Decomposition of Nitromethane 


SOLID PROPELLANTS 
Polyurethanes 
Solid Propellant 
Solid Propellants 
Solid Propellants 
Resin Compositions 
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II. SumMARY OF AEROJET-GENERAL CORPORATION PENDING PATENT APPLICATIONS— 
Continued 


SOLID PROPELLANTS—continued 


227B Polyurethanes 
227D Polyurethanes 
227F Polyurethanes 
237 Solid Propellants 
252 Catalyst Burning Rate 
271 Solid Propellants 
290 Method for Reducing Burning Rate 
338A Burning Rate Catalyst 
338C Burning Rate Catalyst 
338D Burning Rate Catalyst 
457B Cross-Linked Polyurethanes 
457A Polyurethanes 
85-C Propellant Substances 
90D Smokeless Propellant Composition 
90D-1 Smokeless Propellant Composition 
99 Solid Propellant 
1040 Solid Propellant 
139 Solid Propellant 
146 Propellant Liner 
147 Propellant Restriction 
197 Hydrofuel 
198 Solid Propellant 
201 Resin 
213 Propellant Composition 
220 Igniter 
223 Hydrofuel 
228 Propellant Compositions 
150 High Impulse Rockets 
291A Propellant Compositions 
296A Solid Propellant 
296B Solid Propellant 
338B Burning Rate Catalysts 
338F Burning Rate Catalysts 
549 Polymerization Catalysts 


CHEMICAL COMPOSITIONS AND PROCESSES 


Approximately 162 pending patent applications previously in the field 
of aliphatic nitro-chemistry. 


MISCELLANEOUS 
217 Shock Absorbing System 
252 Fluid Mine or Depth Charge 
258 Low Frequency Sound Generator 
3829 Gas Electrodes for Primary Cell 
330 Gas Depolarized Battery 
373 Composite Bearing 
399 Sound Generator of High Energy Sonic Waves 
421 Warhead 
422 Gas Generator Ignitor Assembly 
422C Fuel Rod Ignition for Flame Thrower 
422B Fuel Nozzle Closure for Flame Thrower 
422E Multiple Ignition Device 
439 Wheel Lock for Dual Wheel Caster 
470 Swivel Connector (Design) 
477 Warhead 
480 Warhead 
494 Strain Relief for Cable Connectors 
499 Packing Container 
513 Cathode for Batteries 
522 Method of Fabricating High Strength Tubes 


590 Wave Shaper for Explosives 
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II. SUMMARY OF AEROJET-GENERAL CORPORATION PENDING PATENT APPLICATIONS— 
Continued 


MISCELLANEOUS—continued 


548 Barrel Lift and Delivery Pack 

629 Floatride Container 

654 Identifying Holder for a Pencil or Similar Article (Design) 
328 Dryer 

340 Magnetically Operated Switch 

710 High Speed Cargo Ship (Design) 

711 High Speed Aircraft Carrier (Design) 
712 High Speed Ship Design (Design) 

718 Thermally Regenerative Battery 

717 Explosive Forming Method & Apparatus 
0E-1 Electronic Signaling System 

306 Cement Composition 

307 Cement Composition 

335 Improved Diesel Fuel Oils 

540 Determination of Minute Cracks 


Exursit III (B) 
DaTA CLAUSE AND PATENT CLAUSE OF THE TITAN ENGINE CONTRACT 


40. Data—(a) The term “Subject Data” as used herein includes writings, 
sound recordings, pictorial reproductions, drawings or other graphical represen- 
tations, and works of any similiar nature (whether or not copyrighted) which 
are specified to be delivered under this contract. The term does not include finan- 
cial reports, costs analyses, and other information incidental to contract ad- 
ministration. 

(b) The Contractor agrees to and does hereby grant to the Government, and 
to its officers, agents, and employees acting within the scope of their official duties, 
a royalty-fee, nonexclusive and irrevocable license throughout the world for Gov- 
ernment purposes to publish, translate, reproduce, deliver, perform, dispose of, 
and to authorize others so to do, all Subject Data now or hereafter covered by 
copyright; provided, that with respect to the Subject Data now or hereafter 
covered by copyright and not originated in the performance of this contract, such 
license shall be only to the extent that the Contractor, its employees, or any in- 
dividual or concern specially employed or assigned by the Contractor to originate 
and prepare such Data under this contract, now has, or prior to completion or 
final settlement of this contract may acquire, the right to grant such license with- 
out becoming liable to pay compensation to others solely because of such grant. 

(c) The Contractor shall exert all reasonable effort to advise the Contracting 
Officer, at the time of delivery of the Subject Data furnished under this contract 
(i) of all invasions of the right of privacy contained therein and (ii) of all por- 
tions of such Data copied from work not composed or produced in the performance 
of this contract and not licensed under this clause. 

(d) The Contractor shall report to the Contracting Officer, promptly and in 
written detail, each notice or claim or copyright infringement received by the Con- 
tractor with respect to all Subject Data delivered under this contract. 

(e) Nothing contained in this clause shall imply a license to the Government 
under any patent or be construed as effecting the scope of any license or other 
right otherwise granted to the Government under any patent. 

(f) Subject to the proviso of (b) above and unless otherwise limited below, 
the Government may duplicate, use, and disclose in any manner and for any 
purpose whatsoever, and have others so do, all Subject Data delivered under this 
contract. 

(g) Notwithstanding any provisions of this contract concerning inspection and 
acceptance, the Government shall have the right at any time to modify, remove, 
obliterate or ignore any marking not authorized by the terms of this contract on 
any piece of Subject Data furnished under this contract. 

(h) Data need not be furnished for standard commercial items or services 
which are normally or have been sold or offered to the public commercially by 
any supplier and which are incorporated as component parts in or to be used 
with the product or process being developed if in lieu thereof identification of 
source and characteristics (including performance specifications, when uecessary ) 
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sufficient to enable the Government to procure the part or an adequate substitute, 
are furnished; and further, “proprietary data” need not be furnished for other 
items which were developed at private expense and previously sold or offered for 
sale, including minor modifications thereof, which are incorporated as component 
parts in or to be used with the product or process being developed if in lieu 
thereof the Contractor shall identify such other items and that “proprietary 
data” pertaining thereto which is necessary to enable reproduction or manu- 
facture of the item or performance of the process. For the purpose of this 
clause “proprietary data” means data providing information concerning the 
details of a contractor’s secrets of manufacture, such as may be contained in 
but not limited to its manufacturing methods or processes, treatment and 
chemical composition of materials, plant layout and tooling, to the extent 
that such information is not disclosed by inspection or analysis of the pro- 
duct itself and to the extent that the Contractor has protected such information 
from unrestricted use by others. 

41. Patent Rights.—(a) As used in this clause, the following terms shall have 
the meaning set forth below: 

(i) The term “Subject Invention” means any invention, improvement, 
or discovery (whether or not patentable) conceived or first actually reduced 
to practice either— 

(A) in the performance of the experimental, developmental, or re- 
search work called for or required under this contract; or 

(B) in the performance of any experimental, developmental, or re- 
search work relating to the subject matter of this contract which was 
done upon an understanding in writing that a contract would be 
awarded; provided that the term “Subject Invention” shall not include 
any invention which is specifically identified and listed in the Schedule 
for the purpose of excluding it from the license granted by this clause. 

(ii) The term “Technical Personnel” means any person employed by or 
working under contract with the Contractor (other than a subcontractor 
whose responsibilities with respect to rights accuring to the Government in 
inventions arising under subcontracts set forth in (g), (h), and (i) below) 
who, by reason of the nature of his duties in connection with the performance 
of this contract, would reasonably be expected to make inventions. 

(iii) The terms “subcontract” and “subcontractor” mean any subcontract 
or subcontractor of the Contractor, and any lower-tier subcontract or sub- 
contractor under this contract. 

(b) The Contractor agrees to and does hereby grant to the Government an 
irrevocable, nonexclusive, nontransferable, and royalty-free license to practice, 
and cause to be practiced by or for the United States Government, throughout 
the world, each Subject Invention in the manufacture, use and disposition accord- 
ing to law, of any article or material, and in the use of any method. No license 
granted herein shall convey any right to the Government to manufacture, have 
manufactured or use any Subject Invention for the purpose of providing services 
or supplies to the general public in competition with the Contractor or the 
Contractor’s commercial licensees in the licensed field. 

(2) With respect to: 

(i) any Subject Invention made by other than Technical Personnel ; 

(ii) any Subject Invention conceived prior to, but first actually reduced 
to practice in the course of, any of the experimental, developmental, or 
research work specified in (a) (i) above; and 

(iii) the practice of any Subject Invention in foreign countries; the obli- 
gation of the Contractor to grant a license as provided in (b) (1) above, to 
convey title as provided in (d) (ii) (B) or(d) (iv) below, and to convey 
foreign rights as provided in (e) below, shall be limited to the extent of the 
Contractor’s right to grant the same without incurring any obligation to pay 
royalties or other compensation to others solely on account of said grant. 
Nothing contained in this Patent Rights clause shall be deemed to grant any 
license under any invention other than a Subject Invention. 

(ce) The Contractor shall furnish to the Contracting Officer the following 
information and reports concerning Subject Inventions which reasonably appear 
to be patentable: 

(i) a written disclosure promptly after conception or first actual re 
duction to practice of each such Invention together with a written state- 
ment specifying whether or not a United States patent application claiming 
the Invention has been or will be filed by or on behalf of the Contractor; 
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(ii) interim reports at least every twelve months, commencing with 
the date of this contract, each listing all such Inventions conceived or first 
actually reduced to practice more than three months prior to the date of 
the report, and not listed on a prior interim report, or certifying that 
there are no such unreported Inventions; and 

(iii) prior to final settlement of this contract, a final report listing all 
such Inventions including all those previously listed in interim reports. 

(d) In connection with each Subject Invention referred to in (c) (i) above, 
the Contractor shall do the following: 

(i) if the Contractor specifies that a United States patent application 
claiming such Invention will be filed, the Contractor shall file or cause to 
be filed such application in due form and time; however, if the Contractor, 
after having specified that such an application would be filed, decides not 
to file or cause to be filed said application, the Contractor shall so notify the 
Contracting Officer at the earliest practicable date and in any event not 
later than eight months after first publication, public use or sale. 

(ii) if the Contractor specifies that a United States patent application 
claiming such Invention hag not been filed and will not be filed (or having 
specified that such an application will be filed thereafter notifies the Con- 
tracting Officer to the contrary), the Contractor shall: 

(A) inform the Contracting Officer in writing at the earliest prac- 
ticable date of any publication of such Invention made by or known 
to the Contractor or, where applicable, of any contemplated publica- 
tion by the Contractor, stating the date and identity of such publication 
or contemplated publication; and 

(B) convey to the Government the Contractor’s entire right, title, 
and interest in such Invention by delivering to the Contracting Officer 
upon written request such duly executed instruments (prepared by 
the Government) of assignment and application, and such other papers 
as are deemed necessary to vest in the Government the Contractor’s 
right, title, and interest aforesaid, and the right to apply for and 
prosecute patent applications covering such Invention throughout the 
world, subject, however, to the rights of the Contractor in foreign 
applications as provided in (e) below, and subject further to the reser- 
vation of a non-exclusive and royalty-free license to the Contractor 
(and to its existing and future associated and affiliated companies, if 
any, within the corporate structure of which the Contractor is a part) 
which license shall be assignable to the successor of that part of the 
Contractor’s business to which such Invention pertains; 

(iii) the Contractor shall furnish promptly to the Contracting Officer 
on request an irrevocable power of attorney to inspect and make copies 
of each United States patent application filed by or on behalf of the Con- 
tractor covering any such Invention; 

(iv) in the event the Contractor, or those other than the Government 
deriving rights from the Contractor, elects not to continue prosecution of 
any such United States patent application filed by or on behalf of the Con- 
tractor, the Contractor shall so notify the Contracting Officer not less than 
sixty days before the expiration of the response period and, upon written 
request, deliver to the Contracting Officer such duly executed instruments 
(prepared by the Government) as are deemed necessary to vest in the 
Government the Contractor’s entire right, title, and interest in such Inven- 
tion and the application, subject to the reservation as specified in (d) (ii) 
above; and 

(v) the Contractor shall deliver to the Contracting Officer duly executed 
instruments fully confirmatory of any license rights herein agreed to be 
granted to the Government. 

(e) The Contractor, or those other than the Government deriving rights from 
the Contractor, shall, as between the parties hereto, have the exclusive right to 
file applications on Subject Inventions in each foreign country within: 

(i) nine months from the date a corresponding United States application 
is filed; 

(ii) six months from the date permission is granted to file foreign applica- 
tions where such filing had been prohibited for security reasons; or 

(iii) such longer period as may be approved by the Contracting Officer. 

The Contractor shall, upon written request of the Contracting Officer convey to 
the Government the Contractor’s entire right, title, and interest in each Subject 
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Invention in each foreign country in which an application has not been filed 
within the time above specified, subject to the reservation of a nonexclusive and 
royalty-free license to the Contractor together with the right of the Contractor to 
grant sublicenses, which license and right shall be assignable to the successor 
of that part of the Contractor’s business to which the Subject Invention pertains. 

(f) If the Contractor fails to deliver to the Contracting Officer the interim 
reports required by (c) (ii) above, or fails to furnish the written disclosures for 
all Subject Inventions required by (c) (i) above shown to be due in accordance 
with any interim report delivered under (c) (ii) or otherwise known to be 
unreported, there shall be withheld from payment until the Contractor shall 
have corrected such failures either ten percent (10%) of the amount of this con- 
tract, as from time to time amended, or five thousand dollars ($5,000), which- 
ever is less. After payment of eighty percent (80%) of the amount, of this con- 
tract, as from time to time amended, payment shall be withheld until a reserve 
of either ten percent (10%) of such amount, or five thousand dollars ($5,000), 
whichever is less, shall have been set aside, such reserve or balance thereof to be 
retained until the Contractor shall have furnished to the Contracting Officer : 

(i) the final report required by (c) (iii) above; 

(ii) written disclosures for all Subject Inventions required by (c) (i) 
above which are shown to be due in accordance with interim reports deliv- 
ered under (c) (ii) above, or in accordance with such final reports, or are 
otherwise known to be unreported ; and 

(iii) the information as to any subcontractor required by (h) below. 
The maximum amount which may be withheld under this paragraph (f) 
shall not exceed ten percent (10%) of the amount of this contract or five 
thousand dollars ($5,000), whichever is less, and no amount shall be with- 
held under this paragraph (f) when the amount specified by this para- 
paraph (f) is being withheld under other provisions of this contract. The 
withholding of any amount or subsequent payment thereof to the Contractor 
shall not be construed as a waiver of any rights accruing to the Govern- 
ment under this contract. This paragraph (f) shall not be construed as 
requiring the Contractor to withhold any amounts from a subcontractor to 
enforce compliance with the patent provisions of a subcontract. 

(g) The Contractor shall exert all reasonable effort in negotiating for the 
inclusion of a patent rights clause containing all the provisions of this Patent 
Rights clause except provisions (f) and (i) in any subcontract hereunder of 
three thousand dollars ($3,000) or more having experimental, developmental, 
or research work as one of its purposes. In the event of refusal by a subcon- 
tractor to accept such a patent rights clause, the Contractor shall not proceed 
with the subcontract without written authorization of the Contracting Officer or 
unless there has been a waiver of the requirement as hereinafter provided. 
The Contractor, if unable to comply with the requirement that such a patent 
rights clause be included in a subcontract after exerting all reasonable effort 
to do so, may submit to the Contracting Officer a written request for waiver or 
modification of such requirement. If, within thirty-five (35) days after the 
receipt of such request, the Contracting Officer does not mail or otherwise fur- 
nish the Contractor written denial of such request or notification that the Govern- 
ment requests the Contractor’s cooperation with the Government, which the 
Contractor agrees to provide, in negotiating with the subcontractor for the accept- 
ance of a suitable patent rights clause, the requirement shall be deemed to have 
been waived by the Contracting Officer as to all patent rights provisions with 
respect to Subject Inventions, evcept such provisions, if any, relating to the 
production or utilization of special nuclear material or atomic energy. Such 
request shall specifically state that the Contractor has used all reasonable effort 
to comply with said requirement and shall cite the waiver provision hereinabove 
set forth. The Contractor is not required, when negotiating with a subcontrator, 
to obtain in behalf of the Government any rights in Subject Inventions other than 
as provided herein. However, the Contractor is not precluded from separately 
negotiating with a subcontractor for rights in Subject Inventions for the Con- 
tractor’s own behalf, but any costs so incurred shall not be considered as an al- 
lowable charge or cost under this contract. Reports, instruments, and other in- 
formation required to be furnished by a subcontractor to the Contracting Officer 
under the provisions of such a patent rights clause in a subcontract hereunder 
may, upon mutual consent of the Contractor and the subcontractor (or by direc- 
tion of the Contracting Officer) be furnished to the Contractor for transmission 
to the Contracting Officer. 
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(h) The Contractor shall, at the earliest practicable date, notify the Con- 
tracting Officer in writing of any subcontract containing one or more patent 
rights clauses ; furnish the Contracting Officer a copy of each of such clauses ; and 
notify the Contracting Officer when such subcontract is completed. It is under- 
stood that with respect to any subcontract clause granting rights to the Govern- 
ment in Subject Inventions, the Government is a third party beneficiary ; and the 
Contractor hereby assigns to the Government all the rights that the Contractor 
would have to enforce the subcontractor’s obligations for the benefit of the 
Government with respect to Subject Inventions. If there are no subcontracts 
containing patent rights clauses, a negative report is required. The Contractor 
shall not be obligated to enforce the agreements of any subcontractor hereunder 
relating to the obligations of the subcontractor to the Government in regard to 
Subject Inventions. 

(i) When the Contractor shows that it has been delayed in the performance 
of this contract by reason of the Contractor’s inability to obtain, in accorance 
with the requirements of (g) above, the prescribed or other authorized suitable 
patent rights clause from a qualified subcontractor for any item or service 
required under this contract for which the Contractor itself does not have avail- 
able facilities or qualified personnel, the Contractor’s delivery dates shall be 
extended for a period of time equal to the duration of such delay. Upon request 
of the Contractor, the Contracting Officer shall determine to what extent, if any, 
an additional extension of the delivery dates and increase in contract prices based 
upon additional costs incurred by such delay are proper under the circumstances ; 
and the contract shall be modified accordingly. 


Exutsir III(C) 
Revised 15 October 1958 


ARMED SERVICES PROCUREMENT REGULATION 


9-107 Patent Rights. 

9-107.1 General. 

(a) Under any contract or modification thereof having experimental, devel- 
opmental, or research work as one of its purposes, the Government should re- 
ceive a royalty-free, nonexclusive license to practice or have practiced any 
inventions conceived or first actually reduced to practice in the course of per- 
forming such work or in the course of performing any prior experimental, 
developmental, or research work done upon the understanding in writing that 
a contract would be awarded. The contract cost or price should in no event 
be increased merely by reason of the inclusion of a patent rights clause. 

(b) Except as expressly provided in this paragraph 9-107, and except with 
respect to contracts to be performed outside the United States, its Territories, 
its possessions, or Puerto Rico, patent license rights shall not be requested in 
the negotiation of contracts (other than contracts where the primary item of 
procurement is a license under or an assignment of a patent). It is the policy 
of the Department of Defense, except as otherwise provided in (a) above, to 
pay a reasonable compensation for the use of a valid patent enforceable against 
the Government, but the question of infringement, validity and enforceability 
of the patent shall be determined by personnel having cognizance of patent 
matters for the Department concerned. 

9-107.2 License Rights—Domestic Contracts. 

(a) Exclusion of Inventions from the License Grant. Upon request of the 
contractor, the contracting officer shall carefully consider and may exclude 
from the grant in the Patent Rights clause any invention which has not been 
actually reduced to practice, if it is covered by a United States patent issued 
or application for patent filed by or on behalf of the contractor prior to the 
award of a contract when he finds one or more of the following circumstances 
to be established : 

(i) the contractor has expended sums in developing the invention (as 
represented by research and development costs and expenses for preparing 
and prosecuting the patent application) which are relatively large in 
comparison to the amount of the proposed contract or such portion of the 
proposed contract amount as can be allocated in advance for the develop- 
ment of such an invention (in determining the sums expended by the con- 
tractor there shall be included ouly amounts which can be ailocated to 
the invention which is to be excluded; such sums shall not include the 
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entire cost of a research department or program which cannot be allocated 
as above provided) ; 
(ii) the practicability of such an invention has been established as by 
engineering design ; 
(iii) the invention covers a basic material and it is not the purpose of the 
contract to develop such material ; or 
(iv) the invention is useful only for military purposes and the con.ractor 
does not have facilities for furnishing the item to the Government in pro- 
duction quantities. 
Any inventions to be excluded from the license grant by reason of the foregoing 
circumstances shall be specifically identified and listed in the contract Schedule. 
(b) Contract Clause. The clause set forth below shall be included in every 
contract having as one of its purposes experimental, developmental, or research 
work which is to be performed within the United States, its Territories, its 
possessions, or Puerto Rico, except as provided in ASPR 9-107.7 with respect 
to contracts on behalf of the National Aeronautics and Space Administration. 
See ASPR 16-809 for an approved form for optional use by contractors in 
reporting information required by paragraphs (c) (ii), (c) (iii), and (h) of the 
clause. In the administration of paragraph (e) of the clause, a request for 
conveyance of foreign rights to the Government is not required when the con- 
tractor does not file an application for patent in a foreign country under the 
conditions provided in that paragraph, unless the Government intends to apply 
for such patent. 


PATENT RIGHTS. 


(a) As used in this clause, the following terms shall have the meanings set forth below: 

(i) The term “Subject Invention” means any invention, improvement, or discovery 
(whether or not patentable) conceived or first actually reduced to practice either— 

(A) in the performance of the experimental developmental, or research work 
called for or required under this contract; or 
(B) in the performance of any experimental, developmental, or research work 
relating to the subject matter of this contract which was done upon an under- 
standing in writing that a contract would be awarded ; 
provided that the term “Subject Invention” shall not include any invention which is 
specifically identified and listed in the Schedule for the purpose of excluding it from 
the license granted by this clause. 

(ii) The term “Technical Personnel” means any person employed by or working 
under contract with the Contractor (other than a subcontractor whose responsibilities 
with respect to rights accruing to the Government in inventions arising under subcon- 
tracts are set forth in (g), (h), and (i) below) who, by reason of the nature of his 
duties in connection with the performance of this contract, would reasonably be 
expected to make inventions. 

(iii) The terms “subcontract” and “subcontractor” means any subcontract or sub- 
contractor of the Contractor, and any lower-tier subcontract or subcontractor under 
this contract. 

(b)(1) The Contractor agrees to and does hereby grant to the Government an irrev- 
ocable, nonexclusive, nontransferable, and royalty free license to practice, and cause to be 
— by or for the United States Government, throughout the world, each Subject 

nvention in the manufacture, use and disposition according to law, of any article or 
material, and in the use of any method. No license granted herein shall convey any right 
to the Government to manufacture, have manufactured, or use any Subject Invention for 
the purpose of providing services or supplies to the general public in competition with the 
Contractor or the Contractor’s commercial licensees in the licensed fields. 

(2), With eunpott to: 

(i) any Subject Invention made by other than Technical Personnel ; 

(ii) any Subject Invention conceived prior to, but first actually reduced to practice 
in the course of, any of the experimental, developmental, or research work specified 
in (a) (i) above; and 

(iii) the Peer ae of any Subject Invention in foreign countries; 

the obligation of the Contractor to oat a license as provided in (b) (1), above, to convey 
title as provided in (d)(ii)(B) or (d) (iv) below, and to convey foreign rights as provided 
in (e) below, shall be limited to the extent of the Contractor’s right to grant the same 
without incurring any obligation to pay royalties or other compensaion to others solely on 
account of said grant. Nothing contained in this Patient Rights clause shall be deemed to 
grant any license under any invention other than a Subject Invention. 

(c) The Contractor shall furnish to the Contracting Officer the following information 
and reports concerning Subject Inventions which reasonably appear to be patentable: 

(i), a written disclosure promptly after conception or first actual reduction to 
penmnioe of —_ aa aaeeeeen ee nee an 2 ne ont specifying whether 
or not a Unite ates patent application claim e Invention has been or will 
filed by or on behalf of the Contractor ; v - 

(ii) interim reports at least every twelve months, commencing with the date of 
this contract, each listing all such Inventions conceived or first actually reduced to 
practice more than three months prior to the date of the report, and not listed on a 
prior interim report, or certifying that there are no such unrepoted Inventions; and 

(fii) prior to final settlement of this contract, a final report listing all such Inven- 

(ay ie aos all re Oe puis et in interim reports. 

n connection w eac ubject Invention referred to in (c)(i) abov h - 

tractor abet <= ire. ropewing: ‘flea th v ceo) ro 
e Contractor specifies at a United States patent application claimin 
such Invention will be filed, the Contractor shall file or cause to be filed such applica 
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tion in due form and time; however, if the Contractor, after having specified that 

such an application would be filed, decides not to file or cause to be filed said applica- 

tion, the Contractor shall so notify the Contracting Officer at the earliest practicable 

date ha in any event not later than eight months after first publication, public use 

or sale. “ae 

(ii) if the Contractor specifies that a United States patent application claiming 
such Invention has not been filed and will not be filed (or having specified that such 
an application will be filed thereafter notifies the Contracting Officer to the contrary), 
the Contractor shall: 

(A) inform the Contracting Officer in writing at the earliest practicable date 
of any publication of such Invention made by or known to the Contractor or, 
where applicable, of any contemplated publication by the Contractor, stating the 
date and identity of such publication or contemplated publication; and 

(B) convey to the Government the Contractor’s entire right, title, and interest 
in such Invention by delivering to the Contracting Officer upon written request 
such duly executed instruments (prepared by the Government) of assignment 
and application, and such other papers as are deemed necessary to vest in the 
Government the Contractor’s right, title, and interest aforesaid, and the right, 
to apply for and prosecute patent applications covering such Invention through- 
out the world, subject, however, to the rights of the Contractor in foreign appli- 
cations as provided in (e) below, and subject further to the reservation of a non- 
exclusive and royalty-free license to the Contractor (and to its existing and future 
associated and affiliated companies, if any, within the corporate structure of 
which the Contractor is a part) which license shall be assignable to the successor 
of that part of the Contractor’s business to which such Invention pertains ; 

(iii) the Contractor shall furnish promptly to the Contracting Officer on request 
an irrevocable power of attorney to inspect and make copies of each United States 
patent application filed by or on behalf of the Contractor covering any such In- 
vention ; 

(iv) in the event the Contractor, or those other than the Government deriving 
rights from the Contractor, elects not to continue prosecution of any such United 
States patent application filed by or on behalf of the Contractor, the Contractor 
shall so notify the Contracting Officer not less than sixty days before the expiration 
of the response period and, upon written request, deliver to the Contracting Officer 
such duly executed instruments (prepared by the Government) as are deemed neces- 
sary to vest in the Government the Contractor’s entire right, title, and interest in 
such Invention and the application, subject to the reservation as specified in (d) (ii) 
above; and 

(v) the Contractor shall deliver to the Contracting Officer duly executed instru- 
ments fully confirmatory of any license rights herein agreed to be granted to the 
Government. 

(e) The Contractor, or those other than the Government deriving rights from the 
Contractor, shall, as between the parties hereto, have the exclusive right to file applica- 
tions on Subject Inventions in each foreign country within: 

(i) nine months from the date a corresponding United States application is filed; 

(ii) six months from the date permission is granted to file foreign applications 
where such filing had been prohibited for security reasons; or 

(iii) such longer period as may be approved by the Contracting Officer. 

The Contractor shall, upon written request of the Contracting Officer convey to the Gov- 
ernment the Contractor’s entire right, title, and interest in each Subject Invention in each 
foreign country in which an application has not been filed within the time above specified, 
subject to the reservation of a nonexclusive and royalty-free license to the Contractor 
together with the right of the Contractor to grant sublicenses, which license and right 
shall be assignable to the successor of that part of the Contractor’s business to which the 
Subject Invention pertains. 

(f) If the Contractor fails to deliver to the Contracting Officer the interim reports 
required by (c) (ii) above, or fails to furnish the written disclosures for all Subject 
Inventions required by (c)(i) above shown to be due in accordance with any interim 
report delivered under (c) (ii) or otherwise known to be unreported, there shall be 
withheld from payment until the Contractor shall have corrected such failures either ten 
percent (10%) of the amount of this contract, as from time to time amended, or five 
thousand dollars ($5,000), whichever is less. After payment of eighty percent (80%) 
of the amount of this contract, as from time to time amended, payment shall be withheld 
until a reserve of either ten percent (10%) of such amount or five thousand dollars 
($5,000), whichever is less, shall have been set aside, such reserve or balance thereof 
to be retained until the Contractor shall have furnished to the Contracting Officer : 

(i) the final report required by (c) (iii) above; 

(ii) written disclosures for all Subject Inventions required by (c) (i) above which 
are shown to be due in accordance with interim reports delivered under (c) (ii) 
above, or in accordance with such final reports, or are otherwise known to be unre- 
ported ; and 

(iii) the information as to any subcontractor required by (h) below. 

The maximum amount which may be withheld under this paragraph (f) shall not exceed 
ten percent (10%) of the amount of this contract or five thousand dollars ($5,000), which- 
ever is less, and no amount shall be withheld under this paragraph (f) when the amount 
specified by this paragraph (f) is ee withheld under other provisions of this contract. 
The withholding of any amount or subsequent payment thereof to the Contractor shall 
not be construde as a waiver of any rights accruing to the Government under this contract. 
This paragraph (f) shall not be construed as requiring the Contractor to withhold any 
amounts from a subcontractor to enforce compliance with the patent provisions of 
a ene . 
£ e Contractor shall exert all reasonable effort in negotiating for the inclusi 

of a patent rights clause containing all the provisions of this Patent Ri hts canan ameanh 
provisions (f) and (i) in any subcontract hereunder of three thousand dollars ($3,000) 
or more having experimental, developmental, or research work as one of its purposes. In 
the event of refusal by a subcontractor to accept such a patent rights clause, the ontractor 
shali not proceed with the subcontract without written authorization of the Contracting 
Officer or unless there has been a waiver of the requirement as hereinafter provided. The 
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Contractor, if unable to comply with the requirement that such a patent rights clause be 
included in a subcontract after exerting all reasonable effort to do so, may submit to the 
Contracting Officer a written request for waiver or modification of such requirement. If, 
within thirty-five (35) days after the receipt of such request, the Contracting Officer does 
not mail or otherwise furnish the Contractor written denial of such request or modification 
that the Government requests the Contractor’s cooperaion with the Government, which 
the Contractor agrees to provide, in negotiating with the subcontractor for the acceptance 
of a suitable patent rights clause, the requirement shall be deemed to have been waived by 
the Contracting Officer as to all patent rights provisions with respect to Subject Inventions, 
except such provisions, if any, relating to the production or utilization of special nuclear 
material or atomic energy. Such request shall specifically state that the Contractor has 
used all reasonable effort to comply with said requirement and shall cite the waiver pro- 
vision hereinabove set forth. The Contractor is not required, when negotiating with a sub- 
contractor, to obtain in behalf of the Government any rights in Subject Inventions other 
than as provided herein. However, the Contractor is not precluded from separately nego- 
tiating with a subcontractor for rights in Subject Inventions for the Contractor’s own 
behalf, but any costs so incurred shall not be considered as an allowable charge or cost 
under this contract. Reports, instruments, and other information required to be furnished 
by a Subcontractor to the Contracting Officer under the provisions of such a patent rights 
clause in a subcontract hereunder may, upon mutual consent of the Contractor and the 
subcontractor (or by direction of the Contracting Officer) be furnished to the Contractor 
for transmission to the Contracting Officer. 

(h) The Contractor shall, at the earliest practicable date, notify the Contracting Officer 
in writing of any subcontract containing one or more patent rights clauses; furnish the 
Contracting Officer a copy of such clauses; and notify the Contracting Officer when 
such subcontract is completed. It is understood that with respect to any subcontract 
clause granting rights to the Government in Subject Inventions, the Government is a third 
party beneficiary ; and the Contractor hereby assigns to the Government all the rights 
that the Cotractor would have to enforee the subcontractor’s obligations for the benefit of 
the Government with respect to Subject Inventions. If there are on subcontracts con- 
taining patent rights clauses, a negative report is required. The Contractor shall not be 
obligated to enforce the agreements of any subcontractor hereunder relating to the obliga- 
tions of the subcontractor to the Government in regard to Subject Inventions. 

(i) When the Contractor shows that it has been delayed in the performance of this 
contract by reason of the Contractor’s inability to obtain, in accordance with the require- 
ments of (g) above, the prescribed or other authorized suitable patent rights clause from 
a qualified subcontractor for any item or service required under this contract for which 
the Contractor itself does not have available facilities or qualified personnel, the Con- 
tractor’s delivery dates shall be extended for a period of time equal to the duration of 
such delay. Upon request of the Contractor, the Contracting Officer shall determine to 
what extent, if any, an additional extension of the delivery dates and increase in contract 
prices based upon additional costs incurred by such delay are proper under the circum- 
stances ; and the contract shall be modified accordingly. 


9-107.8 License Rights—Foreign Contracts. A patent rights clause shall be 
included in every contract having as one of its purposes experimental, develop- 
mental, or research work which is to be performed outside the United States, its 
Territories, its possessions, or Puerto Rico. The clause set forth below may be 
used except as provided in ASPR 9-107.7 with respect to contracts on behalf of 
the National Aeronautics and Space Agency ; however, any other clause tailored 
to meet requirements peculiar to foreign procurement may be used in lieu thereof 
provided it incorporates the principles of the clause below, except that principles 
of paragraphs (c) and (d) thereof may be omitted if, in the opinion of the con- 
tracting officer (on a case-by-case basis), the inclusion of withholding or other 
enforcement provisions is neither desirable nor necessary. 


(Prepared statement of Mr. Reichard follows:) 


PREPARED STATEMENT ON BEHALF OF AEROJET-GENERAL CORP., PRESENTED BY 
EMERSON §S. REICHARD, JR., DiREcTOR OF CONTRACTS 


Aerojet-General Corp. wishes to express its apprecjation for the opportunity 
to present its views before this committee. 

We understand that your committee is primarily interested at this time in 
determining whether the policy of certain Government agencies, in particular 
the Department of Defense, with respect to the disposition of patent rights 
arising out of Government sponsored research and development contracts, 
should be continued. Such contracts now permit retention of title to inventions 
arising out of such research by the contractor, subject to the granting of a 
nonexclusive royalty-free license to the Government. This arrangement effec- 
tively prohibits the establishment of any monopoly on such inventions with 
respect to sales to the United States Government, but permits the retention of 
a commercial monopoly in the contractor with respect to such inventions. 

It has been suggested that the continuance of this policy will eventually result 
in a concentration of economic power in a few very large firms to the exclusion 
of small business. We do not believe that this will come about. 

This contrary opinion is based on our own experience as a company almost 
exclusively engaged in defense activities. In pursuance of this, we wish to 
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present a brief summary of our experience in respect to patent rights and 
Government contracts since our beginning in 1942 as a small business. 

Aerojet-General Corp. has been granted a total of 110 United States patents of 
which 87 were either made or conceived in the course of Government sponsored 
research. We have currently pending before the United States Patent Office 307 
patent applications of which 250 were either made or conceived in the perform- 
ance of Government-sponsored research, Our records show that of all the inven- 
tions for which Aerojet-General Corp. is entitled to obtain patent protection, in- 
cluding those for which patent applications have not been filed as yet, some 60 
percent were either made or conceived in the performance of Government-spon- 
sored research and development. Since this committee is probably most inter- 
ested in the commercial advantage obtained by us as a Government contractor 
engaged in research and development activities, we consider it appropriate and 
important to point out that of our 400 or more pending and issued United States 
patents only three products are involved of any significance which can properly 
be described as “commercial.” These are our 15KS-1000 commercial JATO 
unit, our 15NS-250 Junior JATO unit and a pressure sensing device which is 
the principal product of a small business in Pasadena, Calif. whose principal 
customer is ultimately the U.S. Government. We feel that our experience in 
terms of acquiring a commercial patent position is significant and demon- 
strates the fact that, although a substantial number of inventive contributions 
have been made by Aerojet-General Corp. in the performance of research and 
development contracts, it has not resulted in the creation of any substantial 
commercial monopoly. We might go further and state that in our opinion 
whether or not we were able to obtain patent protection for our commercial 
JATO units, (for which no patents have been issued to date), our sales of these 
items would not have been affected in any respect. This is emphasized by the 
fact that patents protecting these units have not been granted to date. Nor do 
we think that the sales of the small business to which we referred above have 
been affected in the least way by the issuance of a patent for the device which 
is their principal product. The truth of this assertion is demonstrated by the 
fact that the company to which we refer was established without patent pro- 
tection, although it has since acquired the exclusive rights in the commercial 
field to the device mentioned. 

Why then does Aerojet-General Corp. continue to file patent applications 
when it obtains no commercial advantage? There are a number of reasons for 
this. One, of course, is the hope that at some future time a commercial market 
for one or more of the products involved will be developed, which would permit 
this company to broaden its line of commercial products. Another important 
reason is the fact that we are faced with the problem of preventing others from 
rediscovering an invention made by us in the performance of classified work 
and obtaining a patent which would hinder or impair our activities under United 
States Government contracts or induce the Government to grant production 
contracts to the later discoverer by reason of the patent obtained by him. 
This problem stems from the fact that an organization such as ours is not per- 
mitted in the usual course of events to publish articles disclosing simple improve- 
ments and discoveries so as to place them within the public domain because of 
security restrictions governing most of our work. Thus the only certain way 
open to us for preventing the acquisition of an adverse patent by another and 
perhaps later discoverer is to file an application before the U.S. Patent Office 
to obtain a firm record date for the invention, thus establishing our priority. 
Another reason, often overlooked, is the professional stimulus which results 
from the maintenance of an aggressive patent policy by a corporation such as 
Aerojet-General Corp. The professional esteem which is associated with the 
issuance of a U.S. patent to an inventor as well as the modest financial remune- 
ration given the inventor under Aerojet-General Corp’s Patent Award Plan is 
considered by us to be a substantial stimulus to original and inventive thinking 
in the performance of our work. We consider this stimulus important in view 
of the practical impossibility of monitoring the thoughts and work of individuals 
in an organization as large as ours to be certain that all inventions are promptly 
reported so that appropriate action can be taken toward obtaining patent pro- 
tection and also to insure that inventive contributions are brought to the atten- 
tion of those who are in a position to implement and use them to advace the 
state of the art. 

We think it most important to bring to your attention our experience in sub- 
contracting activities, in particular our subcontracting relationships with small 
businesses. In 1958 about 55 percent of our total business was derived from 
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Government-sponsored research and development contracts. In 1958 about 46 
percent of all of our total work was subcontracted. Of this amount some 70 
percent went to small businesses. Of the total dollar amount of Government- 
sponsored research and development carried out by Aerojet-General in 1958, 
we estimate that 30 percent was further subcontracted to small business. 

In all of such subcontracts the same disposition of patent rights is made as 
in the case of Government prime contractors. In other words, all commercial 
rights to inventions made in the course of the work are retained by the sub- 
contractor. For our own protection, we customarily request a nonexclusive 
right to practice such inventions in the commercial field, but never insist upon 
such a grant. 

In light of our experience, we do not feel that a disproportionate amount of 
Government research and development contracts is going to a few large concerns. 
The committee will be interested in knowing that we have recently established 
a Coordinator for Small Business and Labor Surplus Areas at our Sacramento 
Plant for the express purpose of aiding and counseling small businesses in 
obtaining an even greater share of the work subcontracted by Aerojet-General 
Corp. 

We would like at this time to elaborate on the reasons for this conclusion. 

First of all, it is to be noted that the Department of Defense does not give 
title to inventions to Government contractors. It is important to keep in mind 
the fact that rights in inventions made by the contractor are a part of the 
consideration bargained for by the Government. The question of disposition 
of patent rights arises only in research and development contracts which are, 
generally speaking, high risk, low potential, and low profit contracts, the 
maximum profit being on the order of 7 percent of cost. There is no 
assurance that production orders will result from such work and there is no 
assurance that production orders will be placed with the original contractor 
in any event. Years of experience and the know-how, which is the life blood 
of corporate existence, becomes freely available to competitors in return for 
a maximum of a 7 percent fee. Small businesses and large can freely draw 
upon the experience and know-how embodied in such developments in com- 
peting with the orignator of the same for the manufacture and sale of the 
product to the Government. The only thing left to the originator is the 
commercial market which in most instances is relatively insignificant in re- 
lation to the military market. 

The low profit margins and the lack of any assurance of production orders 
is in our opinion the explanation for the fact that the greater portion of re- 
search and development contracts go to the larger companies. There is ob- 
viously little incentive for small businesses to have their generally limited 
‘research staffs devote their time to work which is not likely to result in 
production business. The economic position, and in particular the productive 
capabilities of big business as compared to small, place small business at a 
disadvantage in competing for contracts for the production of items licensed 
to the Government. For this reason, small businesses tend to develop their 
own proprietary products, necessarily at their own expense, to insure future 
production rather than actively seek low profit research and development 
defense contracts, realizing that the Govenrment must seek to obtain the goods 
it needs at the lowest price. It is important in this connection to note that 
commercialization of products, especially those having military uses, is bene- 
ficial to society as a whole and to the Government in particular by virtue of 
the reduced costs which inevitably accompany a broadened production base. 

Having a proprietary position gives small business some assurance (please 
note, Government purchasing agents are not bound to respect patent rights and 
often do not) of continuing production business. Only in those infrequent in- 
stances where the research involved may lead to a product which has both a 
military and a commercial potential can small business benefit substantially in 
accepting a Government contract because then there is some chance of obtaining 
production business as a result of the commercial patent position which the 
small business contractor is permitted to retain. Obviously, if contractors are 
totally deprived of the commercial patent rights, an even greater proportion of 
Government financed research will be left to the larger firms and small business 
will be compelled to an even greater extent to sponsor its own research in order 
to acquire the proprietary position which they must have in order to compete. 

Our contention can be summed up as follows: 

1. So-called commercial patent rights derived from Government-sponsored 
research have had little to do with the growth of the larger firms. 
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2. Small businesses obtain a substantial portion of Government research and 
development contracts by way of subcontracts and obtain the same commercial 
rights in inventions as do prime contractors. 

3. Large firms with substantial production capabilities do not rely upon 
patents as a rule for the maintenance of their positions because the principal 
source of their competitive greatness is derived from their economic strength. 

4. Small businesses are in most instances dependent upon a proprietary position 
of some sort whether it be patents or unique know-how for their continued ex- 
istence and future growth. They could not survive and grow if forced to com- 
pete with so-called big business in an open freely competitive market. 

5. Because of the relatively low profits involved, particularly since personnel 
are required whose talents may be used for more profitable activities, there is 
little incentive for most small businesses to seek Government research and 
development contracts other than the hope of acquiring a patent position in the 
commercial field. 

6. The acquisition of commercial patent rights for developments made in the 
performance of Government-sponsored research is, of course, an important and 
attractive inducement. But, it is far more important to small businesses than 
to large. A change in Government policy eliminating this incentive would un- 
doubtedly result in an increase in the cost of such work and would have serious 
and more far-reaching effects upon small business. 

We strongly urge your committee to take positive action to preserve and 
maintain the existing policies of the Department of Defense with respect to pat- 
ent rights and to consider, in the light of this testimony, the advisability of 
perpetuating the policies relative to patents and inventions embodied in the 
National Aeronautics and Space Act of 1958 and the Atomic Energy Act of 1954. 
We invite particular attention to the very limited number of small businesses en- 
gaged in the nuclear field and suggest that this is largely the result of the almost 
complete elimination of private patents in this field. 

We think that the patent system of the United States which has contri- 
buted greatly to the industrial strength of this country has been badly ma- 
ligned in recent years and woefully underestimated in terms of its value to 
society. We feel that the principles that have made this system work and 
which have made our country great have somehow been forgotten. The same 
principles that have made our patent system work for well over a century apply 
with equal force to the issue before this committee. Private patents are essen- 
tial to the creation and establishment of new business enterprises. Like in- 
fants, small businesses must be protected if they are to mature. Destroy the 
ability to acquire a proprietary position in any field and you will find higher 
mortality rates in all. 


Senator Lona. We have two witnesses. I don’t know whether 
we will be able to hear both of them today. If either Mr. Robert 
Lent or Mr. Burton Smith, for one reason or the other, cannot be 
available tomorrow, then I will take that witness. 

Mr. Lent. Mr. Chairman, I am Mr. Lent. I have appoint- 
ments in New York tomorrow. 

Senator Lone. Fine. Take the witness seat there, Mr. Lent. 


STATEMENT OF ROBERT R. LENT, MARKETING CONSULTANT, STRA- 
TEGIC INDUSTRIES ASSOCIATION, LOS ANGELES, CALIF.; ACCOM- 
PANIED BY HARVEY RIGGS, PRESIDENT, INTERNATIONAL 
ELECTRONIC RESEARCH CORP., AND WILLIAM PATTERSON, VICE 
PRESIDENT, ELECTRODYNAMICS CORP. 


Mr. Lent. Mr. Chairman, I would like to have the record show 
that Mr. Harvey Riggs, president of the International Electronic 
Research Corp., and also the president of the Strategic Industries 
Association, is here with me, Mr. William Patterson, also a mem- 
ber of Strategic Industries Association, and a vice president of the 
Electrodynamics Corp. 
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Mr. J. P. Perry, who is the president of the Eastern Rotorcraft 
Corp., in Doylestown, Pa., is here.® 

Mr. Marshall Lewis, vice president of marketing for the East- 
ern Rotorcraft Corp. is in the audience. 

Mr. Robert L. Davis, vice president of Davis Aircraft, of Phil- 
adelphia, is present, and Mr. David Saunders, legal counsel for 
the Strategic Industries is present. 

Strategic Industries is a group of organizations in excess of 100 
companies who primarily are involved in defense activities. They 
are by nature small. Our largest corporation, I think, is approx1- 
mately $10 million and less than 1,000, but our average corporation is 
approximately $300,000 a year. 

We are in contact with many corporations throughout the country 
who resemble us in size and effort, and we believe that our position 
represents approximately 6,000 small companies in the United States 
who do business with the Government on defense and space activities. 

I will brief my speech because I think that many of the points can 
be developed more likely in questions. 

It is my earnest desire in this meeting with you today to demonstrate 
to you that beyond any question our Federal patent policies, far from 
aiding “big business” through their liberality, actually most seriously 
impair our rate of scientific and technological progress in the missile 
weapon systems, and space exploration fields through their tight re- 
pression of creativity. 

All business, big and small, today suffers most drastic compromise 
to its creative productivity through virtual elimination of the incen- 
tive for progress engendered by the recent rapid erosion of our con- 
stitutional patent privilege. 

I do not exaggerate, Mr. Chairman, when I summarize Federal 
patent policy in this field as one which says: “We will take from you 
the fruits of your labors, while we beg you to increase them with all 
your energies.” This approach to our scientific community borders 
perilously close to those of foreign ideologies with which we are locked 
in uncompromising conflict. 

The companies for whom I speak today have suffered the conse- 
quences of ponent patent practices in usurpation of their present 
patent privileges in award of contracts, in renegotiation of their 
profits away from them, in disallowance of direct cost chargeable no 
place else, and in ultimate complete frustration of their creativity 
and even their desire to be of further direct service to the country. 

Today the tangible results of this confiscatory Federal patent policy 
is manifest in the flat refusal of many of my principals together with 
hundreds of similar small business firms in the defense fields 
across the Nation to accept Government research and development 
assignments. 

So let us see how this is so and examine its consequences to the 
defense effort. One of the companies with which I am associated 
typifies not only the member of our association but hundreds of like 
firms across the Nation. It was founded in the immediate postwar 
years on the basis of a patented device which measures force pressure 
acceleration in a simple, accurate way under severe environmental 
conditions. 


® See app. VII, p. 419, for Mr. Perry’s statement. 
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The company was a success from the outset and today employs 
nearly 1,000 people in 5 different plants and produces approximately 
$10 million a year in sales volume in this patented device. 

I might add that not one dollar of Government money was ever ex- 
pended in the development of this invented device. Today it enjoys 
first rank in its particular proprietary field. To the uninitiated 
this portends ae with associated fat profits and security against 
competitive inroads on its market through its patent protection. 
Nothing could be further from the truth, and such thinking discounts 
the facts of business mechanics in the technical fields. 

This company produces a patented device making use of a particular 
scientific principle, but there exists 12 other scientific principles 
through the use of which this same job is being performed. This 
means that 12 to 15 other companies compete for sales in this market, 
each producing patented proprietary products. 

Obviously the competition in this specialized field is between scien- 
tific principles and not patented gadgets. Thus quite the reverse 
of the lay opinion, this company’s patented proprietary rights not 
only do not tolerate a monoply of its market, but barely give it sufli- 
cient support for survival in a highly competitive field. There simpl 
cannot exist a single vastly superior idea in the scientific field a 
corners a whole market. 

The inevitable decision of the practical businessman, whose sole 
incentive is profit, is to simply reject such programs, and here I speak 
of research and development, and invest his company’s money in 
continuous incremental improvements in its existing products with 
the resulting sacrifice to the rate of scientific progress of which it is 
fully capable. 

This situation extends impartially across the small, medium, and 
big-business echelons of our economy. Big and small business in the 
weapons-systems field are inextricably intertwined and inseparable, 
each relying on the other for major support. 

We most seriously question that legislation can be devised which 
restricts one while relieving the other since both big and small business 
will be affected equally by the provisions of new legislation in this 
field directly or indirectly. Both small and big business therefore 
hold the Government in fundamental error in its concept that the 
completed weapon and all its component parts are the property of 
the Government, with legal right to place their production among 
any of the thousands of available competitive bidders, most of them 
without laboratory facilities or even engineering departments. 

Thus, in essence, my association believes that existing Federal 
policies and regulations are most grievously obstructing the pace of 
this Nation’s weapons systems and space-exploration efforts and are 
clearly in violation of the content and the intent of article 1, section 8, 
of the Constitution, and are literally creating and aggravating the 
conditions they are designed to alleviate. They are not saving the 
Government money, since they force the Government to sponsor 
development programs at great cost that private industry would 
happily sponsor if guaranteed normal patent rights. in the products 
thereby produced. They are not availing to the Government the 
best brains and talents of the Nation, which are distributed as lib- 
erally throughout small business as in big business, because these 
talents cannot be called forth without adequate incentive. 
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Lastly, and most seriously in the policy sense, present Federal 
patent policies have no foundation in purpose or reason: they place 
the United States Government in the position of owning vast quan- 
tities of patents for which it has no conceivable internal use, since 
it does not manufacture, market, nor otherwise make direct contri- 
bution to the American economy. The practice must inevitably pro- 
duce the spectacle of the Government suing one of its citizens for 
infringement of a patent owned by all the people—and therefore of 
no competitive value to anyone—it implies ultimate licensing of the 
manufacture of commercial products in the marketplace at a profit 
to the Government, and it must eventually create another giant 
bureaucracy for the administration of the Government’s participation 
in the heretofore private enterprise of the Nation. 

We submit, Mr. Chairman, that none of these things constitute a 
proper role of Government in our society. 

On behalf of the Strategic Industries Association, I urge upon 
this subcommittee the preparation of legislation which simply re- 
affirms the right of the citizen to exclusive reward for his inventions 
and discoveries for a limited time, other Federal laws, regulations, 
or administrative practices to the contrary notwithstanding. Only 
such a simple, forthright redeclaration can salvage the constitutional 
guarantee now almost lost and return to the inventive citizen, so 
sorely needed in today’s scientific battle, the rights granted him by 
his Founding Fathers. 

Mr. Chairman, that completes my formal statement. I would like 
to comment on a couple of things before the questions, and one is the 
term “proprietary.” Patent and monopoly have been used here quite 
a bit today, and many times they are used indiscriminately. I would 
like to state in lay language what we mean when we use the terms 
“proprietary, patent, and monopoly.” 

As far as patent is concerned, that is a discovery or an invention of 
an entirely new principle or an entirely new mechanism which has 
never existed before. Therefore the inventor is bringing to society 
something that society has never had before. 

A proprietary product is a novel idea or a novel approach to a design 
based upon established principles of science—these are not eligible for 
patent because there is nothing new in the use of the scientific principle. 
However, the clever approach in the use of that scientific principle 
makes it possible for the product designer to obtain a particular 
advantage over the old designs. 

Now, permit me to give you an example. Valves have been with 
us for generations. However, recently an organization that is a 
member of Strategic Industries came up with a brand new and novel 
approach on a mechanical valve. There was nothing to be patented on 
it, but it performed a role that no other valve has been capable of 
doing, and it was for use with low-temperature fluids, such as liquid 
oxygen. This is a unique capability resulting from their creative 
approach to something. 

Now, the trade-secret law says that such things are the property of 
the individual and are to be protected by law, such as drawings, the 
skills of assembly, or the skills of calibration and other such data. 
This is a proprietary right. 
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Now, when you talk about proprietary rights or proprietary items, 
you have to feed in the reliability factor. Let’s say we are talking 
about cameras. I remember a specific case when I was a member o 
the Air Force. We brought a camera back from Germany, and we 
could find no one in the United States for several months who could 
even remotely approach the re-creation of this camera because of the 
fine tolerances and the unique capabilities required. It happens fre- 
quently that you will come up with a camera that looks exactly like 
any other camera, but because of your particular know-how or the 
tolerances that you apply in certain areas or some special skill you 
make it work when no one else can. So as a result this is what you 
talk about when you talk about proprietary. 

Now, monopoly—monopoly is the position in which you are denying 
to the public the products or commodities that are available to society. 
I think the salt monopoly in England in the 1600’s gives an example 
of it, where salt was denied to the people because the King granted to 
preferred subjects the right to sell all salt, and some people went 
without unless they paid the asker’s price. So, in this respect patent 
and a monopoly have no relationship whatsoever. 

A patent is something that gives to society. A monopoly is some- 
thing that takes away from society. So I think that it is important to 
realize the differences as we apply them in the scientific and technical 
field, and especially in the space and missle activities. 

That completes my comments there. 

Senator Lone. Would you provide this committee with a list of 
those people who are members of your Strategic Industries Associ- 
ation ? 

Mr. Lent. Yes, sir; I will. I will have to send it by mail, sir, 
because the records are back there.’° 

Senator Lone. Are you an executive of one of those corporations? 

Mr. Lent. I am a marketing executive of one of the corporations, 
which is a member. 

Senator Lone. Now, what position is that? You say you are the 
marketing agent ? 

Mr. Lent. I am director of marketing for Statham Instruments, 
Inc., on the west coast. Statham Instruments is a member of the 
Strategic Industries Association. 

Senator Lone. Does your company sell primarily to the Govern- 
ment ? 

Mr. Lent. Yes; it does. 

I would say that approximately 65 percent of its products are sold 
to prime contractors of the Government as opposed to directly to the 
Government. We sell on a fixed-price basis. 

Senator Lone. Do you have R. & D. contracts, your company ? 

Mr. Lent. This particular company does not. Some of our com- 
panies do have. 

Senator Lone. Has it ever had any ? 

Mr. Lent. The Statham Co. has never had one and never will 
accept one. 

Senator Lone. It won’t accept one. What does it manufacture? 





# Retained in committee files. 
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Mr. Lenr. Unbonded strain gage transducers, which are used in 
the measurements of acceleration and pressure. 

Senator Lone. I take it it is contrary to your company’s policy 
to accept a contract wherein the Government would have any rights 
to use anything that is developed under that contract ? 

Mr. Lent. The Statham Instruments represents the perennial 
dream of almost all of us, and that is the idea of inventing something, 
getting it patented, and then making a million dollars. Statham 
literally did this. He has made a million dollars with a portfolio 
of 50 patents. 

Senator Lone. What is that product? 

Mr. Lent. Unbonded strain gage transducers. 

Senator Lone. What are they? 

Mr. Lent. I may suggest, Senator, that you may liken it to the pick- 
up to the phonograph. It does principally the same thing. It meas- 
ures pressure in a dynamic situation and changes it to electrical energy 
and transmits that energy back to a receiving instrument that records 
what is happening in this space of time, be it milliseconds or be it 
hours. 

Senator Lone. Let me ask you this: If your company objects and 
doesn’t want a Government contract, do you have any particular 
objection to somebody else taking one ? 

Mr. Lent. No; I do not. In this particular situation perhaps it 
would be interesting to know why we refuse to take Government con- 
tracts. We do not feel that for a quick buck from the Government 
that we should give away 15 years of knowledge, and this is in essence 
what the Government requests. 

Senator Lone. Do you have people work for you in your research 
and development ? 

Mr. Lent. Yes; we do. I would say that it is typical of most of 
the companies with Strategic Industries to turn back as high as 20 
percent of our profit dollar into research and development to keep 
abreast of the market and to keep abreast of the problems relating to 
it. 
Senator Lone. Here is the point I want to ask you. Do you have 
a contract with those people that what they discover belongs to your 
company ¢ 

Mr. Lent. Yes; we do. 

Senator Lone. Is there anything immoral about that contract you 
have with them that they turn over those rights to you when they dis- 
cover or invent something? 

Mr. Lenr. Well, I think, Senator, that this question implies that 
the relationship of the Government with its contractors is the same as 
employer and employee. 

Senator Lone. First, let’s answer the question and then qualify 
your answer, if you would. What, if anything, is immoral about the 
part of your contract that requires those whom you pay to do research 
and development for you to turn over to your company the product 
of that research and development ? 

Mr. Lenr. Because in return for their creativity my company is 
giving them security. They are giving them promotions, and they 
are giving them prestige as far as their position with that company. 
I have not yet noticed the Government give any company assurances 
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that they will have continued security in doing business with the 
Government. I have never seen them give high prestige, and I have 
never seen them give us any preferred position in the market just be- 
cause we were creative. Therefore I don’t believe you can liken the 
relationship between a company and its customer, which is in essence 
the relationship between the Government and the company and the 
company and its employee. 

Senator Lone. Yes; but let me ask you this question: Can’t all 
those things be put in the one term “contract consideration,” which 
is that you pay for what you are getting? Sometimes you pay in 
cash, sometimes you pay in fringe benefits, but it is all covered by the 
old quid pro quo that you are getting what you pay for. 

Mr. Lent. Providing it is completely understood that that remuner- 
ation is adequate and just and it 1s not usurped by some phrases. 

May I give you an example? You were speaking of section 305 of 
the Space Act. In that particular case permit me to draw an analogy 
for you. Let us assume that I represent a company that manufactures 
transducers. I approach a contractor who has a contract with NASA 
or with the Atomic Energy Commission, and they advise me that 
they have a particular problem, a particular pressure parameter in a 
missile or bomb that they need to have measured, and they have been 
unable to find anything that will be able to do it. They will say, 
“Mr. Lent, do you have knowledge of anything that will do this?” 
My answer in this particular case is “No,” but I ask to be permitted 
to go back and discuss it with my engineers and we will see what we 
can do. I go back to my engineers; talk to them; and out of a clear 
blue sky one of my boys gets a brainstorm, and he comes up with a 
unique discovery or an invention. We spend our money; we use our 
personnel; and we take this concept and build it into a prototype. 
I then walk into this organization again and I say, “Here. This may 
do it. I am not sure, but here it is free. Test it, evaluate it, and if 
you like it, it comes packaged 12 to a box and we sell it for $300 apiece.” 

At that moment, Senator, the U.S. Government usurped our patent 
rights, because if you read the language of the law it says any contract, 
any agreement, or any understanding. That tacit agreement—that 
if I were to come up with a solution they would buy it. That, under 
the law, gave the U.S. Government the patent, the title to the patent 
in that particular instance. 

Now, I don’t believe, and I am sure that most small business does 
not agree, that this is just. 

Senator Lone. Let me just see if I understand the position you 
state. If I understand the position, you are saying here that when 
an inventor in this country discovers any particular thing, assuming 
he is the first one to get it, that he should be in the position to get a 
complete patent which gives him a patent monopoly on that, and I 
think I am using the word “monopoly” correctly there, because at 
that moment it belongs completely to him. 

Mr. Lenr. I dispute the term “monopoly.” 

Senator Lone. He is able to get a complete, unqualified patent; is 
that your position ? 

Mr. Lenr. Yes; that is right. 

Senator Lone. You feel that the law should be such that he can 
hold back as long as he wants to and bargain for any terms and con- 
ditions he wants for it? 
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Mr. Lent. Mr. Chairman, I refer you back to the language of the 
Constitution. It dosen’t say that he can hold it as long as he wants 
to. There is a specific time set up, and if you desire, permit me to 
read it. Article 1, section 8. “Congress shall have the power to 
promote the progress of science and the useful arts by securing for 
limited times to authors and inventors the exclusive rights to their 
respective writings and discoveries.” 

Senator Lone. Now, I hope you and I read that the same way 
because that to me says we have the power to issue a complete patent if 
we want to. It dosen’t say you have those rights. We can give it to 
you. Is that what it means to you, or does it mean something else? 

Mr. Lent. It means something else tome. I am not an authority 
on constitutional law, but it is my understanding from reading the 
notes to this particular section that the phrase “Congress shall have 
the power” is a limiting phrase and negative phrase, not a positive 
phrase. Congress shall have the power to do these things that are 
outlined in the Constitution and nothing more. So therefore I do 
not believe that Congress can toss it aside if they so desire. 

Senator Lone. You interpret that language to mean when it says 
“Congress shall have the power,” it means that Congress must do this? 

Mr. Lent. No, Congress is limited to the powers as set forth in the 
Constitution. 

Senator Lona. So it says that Congress has the power to grant you 
a monopoly. The Congress has the power to grant you a patent. 
Congress has the power to grant you a law under which you can get it. 
It doesn’t say you have it without law. 

Mr. Lent. Isn’t it true, Mr. Chairman, that the reason that the 
Constitution has survived the test of time is because it was written in 
broad principles and the intent of Congress or the intent of the 
Constitution was that people should be protected for a giving period 
of time when they brought forth their creative activity? Now, is 
that not the intent of the Constitution ? 

Senator Lone. It seems to me that you are assuming that Congress 
has the power to do something. That doesn’t mean we have to do it. 
We have the power to declare war, but we are not forced to declare 
war on somebody. 

We have to decide whether we want to do it or not. Don’t you think 
the reason Congress was giving this power was that Congress would 
consider what the public needs were and would exercise that power 
in the public interest and to preserve and promote the public welfare? 

Mr. Lenr. Yes, I do, but I don’t believe the Congress should, if 
following the intent of the Constitution, usurp the property right of 
individual citizens. 

Senator Lone. Let’s see what your position means. Suppose a 
poem patents epraenaengt Chet could be put to use for national defense. 

o you think that the Congress should pass a law that that person 


can have a patent to manufacture, produce, or to withhold that pro- 
duct from the market ? 

Mr. Lent. No, sir, I do not, and may I add, Senator, that you have 
available in laws today, all of the tools that you require to break that 
bottleneck. In the case of an emergency if some patent is holding you 
from completing the mission. of protecting the welfare of the United 
States, you have the laws available to you at any time to so break that 
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bottleneck and infringe on that patent without one word. I don’t 
think you need other lawstodoso. You have them now. 

Senator Lone. Well, the only point I want to make is that no one 
is preventing you, your company, or your association from doing all 
the research and development they wish with their own money, but 
if you want a Government contract it seems to me that the benefits of 
the research and development that you acheive should be available to 
the Government, that is, the public which the Government represents. 
Now, what is wrong with that? 

Mr. Lent. You assume we are in business just to do research and 
development. The only reason that we have a private-enterprise 
system is to make a profit, and I get the feeling around here that that 
seems to be a nasty word. 

Senator Lone. No. Let me say this to you, sir. I am so much in 
favor of private enterprise that I would like to see more people in it, 
which is one reason that I don’t too much agree with this monopolistic 
position. I am in favor of private property. I would like to see 
more people own something. I am not in favor of requiring you to 
do any business with the Government. You are not doing any busi- 
ness with the Government, and insofar as I am concerned so mnch 
the better for you if you don’t want to. But if the Government wants 
certain information and wants to pay someone to get it, why shouldn’t 
it have the privilege to get it just as you pay to get your information? 

Mr. Lent. But it can be presumed, can it not, that the Government 
is in need and also requires the creative endeavor of its inventive 
citizens ? 

Senator Lone. Why can’t the Government pay you for patentable 
information if it wants to just as you pay your employees for patent- 
able information? You are not ceadua to do that and they are not 
required to work for you. 

Mr. Lent. You are saying the right word when you say the Govern- 
ment pays you for something. However, I am pointing out to you 
that in most instances this is not true. The Government seems to 
assume in the contractual relationship with industry that for the 
life of this contract, and let’s say that it is $100,000, they have 
bought all of your know-how, all of your brains, everything that 
you possess far before the Government ever stepped in and gave you 
a contract, and I say that you did not buy this. 

Now, let’s straighten out another thing. Let’s differentiate between 
research and development. There is precious little basic research 
done in this United States with Government money. In fact I would 
assume that probably project for project there is more basic research 
done in industry than there is under Government sponsorship, and I 
am talking about true research, Senator; I am not talking about 
development. 

Senator Lone. How much do you think the Government is spending 
on research today, just Government? 

Mr. Lent. I don’t know. When I was in the Air Force, and I was 
in Research and Development in the Pentagon, it was a minimal 
amount. It was—well, the whole research and development budget 
of the Air Force was $400 million, and of that in basic research, 
Senator, I would say that it would be probably 10 percent or 5 percent 
of that figure. 
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Now, you have to differentiate between development and research. 
Development is the development of an idea and a concept to finished 
hardware. Research is the basic investigation of scientific properties 
to be able to know what possible use you might make of them and 
there is precious little of it done in the United States. 

For instance, we established the Advisory Group for Aeronautical 
Research and Development for one fundamental thing, and that was 
to exchange with the NATO countries our flight-test knowledge and 
techniques for their basic research on the chemistries of combustion. 
We didn’t have basic research on combustion in this country. France 
and England were far ahead of us. So you must understand the 
difference between these two things, and you must figure that when 
you come to industry for a development contract you say give us a 
missile that will fly 5,000 miles and deliver so much firepower in a 
radius of 5 miles. The principles that will build this rocket are al- 
ready developed. They are in the minds of men. Why did you go 
to that company in the first place? Because they had the unique 
knowledge and capability to be able to project these ideas and prin- 
ciples into finished hardware that would serve the use of this country. 
So you didn’t buy their soul. You did not buy their knowledge. 
You only bought their ability to do a job that you needed done. 

Senator Lone. Aren’t you paying for that when you hire your em- 
ploy ees to do research on a job you want done? You give them fringe 

nefits, which you mentioned. You also pay them a salary, I assume, 
and you also have some sort of incentive system to give them some sort 
of royalty or some share of the profits that might result from their 
finding a successful invention, but do you find anything immoral with 
them signing that kind of contract with you that they are going to 
work for you and try to invent something ? 

Mr. Lenv. I do not, sir, because this is why I hired them. 

Senator Lona. If you don’t find it immoral for them to sign a con- 
tract of employment with you, why do you find it immoral for some- 
body to sign a contract of employment with the Government to try 
to find out for the Government what it wants to know ? 

Mr. Lent. I anticipated this question, Senator, and may I read to 
you exactly what I think the Government does in this case? I have 
talked to you about what we do for the employee. We give him 
security, we give him recognition and the fringe benefits and every- 
thing like this. Now, let’s look at what the Government does. In 
contrast, we are not rewarded by the Government in steady contracts. 
Is this correct? No one says, “Mr. Lent, you are a good guy; you 
just keep on for the next 10 years and we are going to give you con- 
tracts.” Nobody says that to me, do they ? 

As for rising prices for our product or regular advances in our 
prestige or our standing with the Government, the Government doesn’t 
do that, does it? In other words, it doesn’t give us an automatic raise 
in our pricing structure. They still try to . beat us down with com- 
petitive procurement, do they not, to get it the cheapest, which is 
justifiable, and you should do it. 

Senator Lona. How do you go about buying the commodities you 
need for your business? 

Mr. Lent. We buy it the same way you do it. 

Senator Lone. Do you buy it on a competitive basis ? 
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Mr. Lent. We buy it in the same way, and we do not dispute the 
Government’s competitive-bid practices. 

Senator Lone. How does the incredible growth of the Aerojet 
Corp., a 40,000-fold increase, solely on Government contracts, fit in 
with your statements ? 

Mr. Lenv. I am glad you asked that question because I happen to 
know something about Aerojet. It is a very dear and close friend 
of mine who was the founder of Aerojet. He founded it as a result 
of Gen. Hap Arnold calling him to the Pentagon along with a profes- 
sor from New York University. He didn’t ask Dr. Von Carmen to 
start Aerojet. He told him to. He said, “You are going to be as- 
signed the job of the solid propellant to give jet assistance to our 
aircraft because we require it.” 

He then turned to the other chap, who was from New York Uni- 
versity, and he said, “You are going to take over the liquid propellants 
of our war efforts.” This is back in 1942. The result of that was 
the establishment of Aerojet and Reaction Motors. 

Now, let’s take a look at these two companies. Both of them 
started under the same principles. In other words, the general 
requesting that they contribute to their country in this dire need. 
Aerojet went on and had particular skills as far as being able to 
develop something into a producible item and so they developed the 
JATO in rather rapid fashion, and they had the JATO all during the 
war. 

Reaction Motors, with a very creative, imaginative group of people, 
‘ame up with some of the most advanced technology in the field of 
rocketry, but they did not have the manufacturing or productive 
acumen, and so as a result Reaction Motors today is perhaps a $20 
million to $30 million operation, where Aerojet is the operation you 
see. 

I maintain, Senator, the difference between these two companies is 
based on business acumen and not because of preferred position in 
the marketplace. 

You had to get this someplace, did you not? Certainly you would 
not just go out to Joe Blow, who “knew from nothing” about rockets 
and say, “Please build us a rocket engine.” I point out to you that 
you need these things. You need these industries. You can’t kick 
them in the teeth now becanse they have produced and done it very 
successfully. 

Mr. Gorpon. Mr. Lent, Mr. Peirez this morning testified that when 
he takes a Government contract, both R. & D. and production, the 
background that you talk about, the know-how, is nothing he gives 
away free, but it is included in the price. Now, I would presume 
that this applies to practically all business people. 

Mr. Lent. Well, permit me to say that I disagree with Mr. Peirez. 
I haven’t found the yardstick yet, Mr. Gordon, that can measure that 
creative ability in an individual, and if Mr. Peirez has found the 
formula I think that is grand. 

Mr. Gorpvon. Mr. Lent, I have another question. Your statement 
and other statements you have recently made—I read the one you 
made before the NASA hearing and also before the American Rocket 
Society—have indicated an extreme concern on your part for the 
future safety of our country; is that correct ? 
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Mr. Lent. Very definitely. 

Mr. Gorvon. Very definitely. Does your company have any R. & D. 
contracts with the Government? You stated not. You also stated 
that you would not take any Government contracts. Apparently, 
then, your concern was not great enough to mitigate the alleged dis- 
advantages of Government contracts; is that correct ? 

Mr. Lent. May I clarify? Are you suggesting a lack of patriot- 
ism; is that it? 

Mr. Gorpon. No; I am not. 

Mr. Lenr. I would think, Mr. Gordon, in my evaluation of our 
wonderful country, that I would be far more unpatriotic to be stupid 
enough to go broke, which might happen if I took a contrast which 
was not to the best interest of my company and my stockholders. In 
other words, you have the situation in which it is becoming sheer eco- 
nomic stupidity to take some of these contracts and not to take them 
becomes treason, almost figuratively, treason. So you put us in the un- 
tenable position of either give it all back to the Government or stand 
back and divert your R. & D. dollars to commercial products where 
you will receive this protection which is fundamental to free enter- 
prise. 

Mr. Gorpvon. What precisely are you driving at? Are you saying 
that you want a sole-source position? If vou develop something, 
let’s say, at Government expense, do you feel that you should also 
get a production contract of that particular item that you devel- 
oped ? 

PM. Lent. Let’s answer it this way: If I am competitive, if I give 
the Goverment a fair dollar’s worth for the dollar that they expend, 
and if I meet their delivery requirements and their programing re- 
quirements, the answer is an inalterable “Yes”. 

Mr. Gorpon. What do you mean competitive ? 

Mr. Lent. In other words, my price. The Goverment is not in- 
capable of evaluating the cost of a particular item. If my item can 
be procured by the Government at a price which the Government 
considers fair and just, and if it meets all of their requirements, the 
answer is “Yes”. If it does not, if I fall down in some way, then the 
next step the Government should take is to come to me and say, “We 
would like a second source. Please license another organization.” 
If you refuse to do that, and I won’t license them, I won’t do this, I 
won’t do that, then the Government, I think, is perfectly justified in 
coming with some sort of legal action such as eminent domain to take 
the item away from me and place it in the hands of people who will 
produce it to meet the national emergency. But, you see I clearly 
differentiate between usurpation and legal process of law. 

I can’t understand it myself. You see, I think you are laboring 
under the illusion, Mr. Gordon, that everything that is an item that 
the Government buys is paid for by the Government, and this is not 
true. Thisisnot true. You haven’t bought every valve, every trans- 
ducer, every temperature probe. A tremendous amount of money 
has been spent by industry, and I remind you, or you should know, 
that is to your advantage that this be done. What private indus- 
try does is to attempt to analyze and attempt to evaluate the re- 
quirements of the military at a certain time in space, and then they 
start their research and devdenvsent programs in order to intercept 
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those specific military requirements. Now, if they have spent their 
money and have taken the risk to do this, then I think they should 
be rewarded with giving them the production for such type of prod- 
ucts. 

Mr. Ansperry. Mr. Lent, do I understand you are opposed to the 
present Department of Defense patent clauses ? 

Mr. Lent. The patent clauses of the Department of Defense, as 
contained in ASPR 9, section 1, we are not opposed to it as a working 
solution. We have learned to live with it; let’s put it that way. 
Basically I still believe that it is not the proper principle; that it is 
not a thoroughly just clause. but I do believe it is workable, and I think 
that most industry would be willing to accept the type of terminology 
contained in the ASPR regulation. 

Mr. Anssperry. I suppose you have listened to the discussion we 
have had here today on what we have loosely referred to as the British 
Government system? How would you feel about that system? 

Mr. Lent. Iam completely unfamiliar with it, and I don’t feel at 
all qualified to reply. 

Mr. Ansperry. Let’s say that in effect this system as we understand 
it makes the Government a partner in the patents that it develops on 
a research program for which it pays the principal cost; the returns 
on the British Viscount, we understand, covers the cost of the re- 
search on the Viscount. 

Mr. Lent. Permit me to state it in my words; that if Government 
subsidized the development of this particular device from cradle to 
grave, in other words, from concept to finished product, and then the 
organization that developed it would retain title to the patent, but 
they would pay royalty to the Government. 

Mr. Ansperry. That is right. 

Mr. Lent. I would say that it might be a reasonable system, pro- 
viding that industry had a chance to look at it very thoroughly and 
to testify on the merits of it. 

Senator Lone. You stated to us, and I believe these were your 
words, “Patent and monopoly have no relationship.” I am just a 
fellow who majored in economics in college and that doesn’t sound 
right. I notice here in Webster’s dictionary, the Collegiate Dic- 
tionary, on the definition of patent of the type we are talking about: 

A writing securing to an inventor for a term of years, exclusive right to make, 
use, and vend his invention; also the monopoly or right so granted, or the thing 
patented. 

It is monopoly by definition. 

Now, your explanation is that there is no relationship, if I under- 
stand it. “ou are confused, aren’t you? 

Mr. Lent. No, I am not confused. Mr. Chairman, let me point 
out to you I am not a lawyer. However, I do have enough interest 
to read and in the particular situation I have taken the trouble to 
read where the patent grant developed; why did it develop; and if 
you will look back you will find that it developed as a result of the 
Ipswich Cloth Workers Case in England. Specifically the “statute 
of monopolies” developed from this case in English law, which was 
subsequently handed down through our system of government. How- 
ever the court very clearly distinguished between a monopoly and a 
patent, or the right of an individual to protection from other people 
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on his discoveries and his inventions. I agree that if an individual 
has an exclusive right to sell his product and no one else can develop 
that prdouct on threat of suit, perhaps, semantically you can use the 
term monopoly, but it does not mean monopoly in the sense of the 
word that it is a dreaded or distasteful thing. 

Senator Lone. When you say patent and monopoly have no re- 
lationship I hope you get Webster straightened out the next time he 
revises his dictionary and get my old economics professor straightened 
too, because apparently people have been confused for a long time 
about this matter. 

I hope you did consult with some lawyers when you came up with 
this phrase: 

These men for whom I speak have suffered the consequences of patent 
clauses in usurpation of their constitutional patent privilege. 

I practiced law for a while myself and made a study of some phases 
of patent law. It is my impression that you don’t have any consti- 
tutional patent rights. The Constitution gives Congress the power 
to confer it on you, and you have statutory patent mghts. It is an 
act of Congress, and if the bill were up now I would be pleased to vote 
for the patent law to give a patent monopoly under certain conditions. 
I think it should be qualified in the public interest, so as to promote 
the national interest. Your attitude that we are forced to give any 
particular right is untenable. What the founders of the Constitution 
had in mind was that the kind of law we ought to pass should all 
depend on the circumstances and of course should be in the national 
interest. 

Mr. Lent. You see, as a nonlawyer, that I have taken liberty in 
my words. Perhaps if I had used the phrase “violation of the con- 
stitutional intent” that may have satisfied you, but the fact remains, 
Senator, that we were not speaking loosely; that it is there in black 
and white, and it is just as valid today as it was the day it was written, 
and that you cannot expect the private industry inventor, the creative 
soul, to come forward with his ideas if he is going to get kicked in 
the face when he does. I remind you that the Government puts out a 
paper that ask you to come forward with your ideas and inventions 
to help the Government solve their problems, and so if you do come 
forth then you give it away. 

Mr. Gorpon. Were youan Air Force contracting officer ? 

Mr. Lent. No, sir, I was not. 

Mr. Gorpon. What was your capacity ? 

Mr. Lent. I was a pilot, and then I was an administrator for about 
6 years of civilian personnel in different sections of the world, and 
my last 4 years of Air Force assignment I was executive to the Deputy 
Chief of Staff, Development, of the Air Force. 

Senator Lone. Who was that at the time? 

Mr. Lent. First, Maj. Gen. Gordon Seville; second, Lt. Gen. Donald 
Putnan; and, third, Lt. Gen. William Cragey. 

Senator Lone. Wasthat a procurement position ? 

Mr. Lent. No, it was not. It was strictly a research and develop- 
ment administrative post. 

Senator Lone. Did you have any responsibility for negotiation of 
research and development contracts ? 

Mr. Lent. I never have, sir. 
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Senator Lone. Thank you very much, Mr. Lent. Your prepared 
statement will be included at this point. 


PREPARED STATEMENT OF RosperT R. LENT, STRATEGIC INDUSTRIES ASSOCTATION, 
Los ANGELES, CALIF. 


Mr. Chairman, I deeply appreciate this opportunity to appear before your 
Monopoly Subcommittee today as spokesman for the Strategic Industries Associa- 
tion, an organization of more than 100 small and medium-size independent 
companies in Southern California whose major efforts lie in the national defense 
field. It is my earnest desire in meeting with you today to demonstrate to you 
that beyond any question our Federal patent policies, far from aiding “big 
business” through their liberality, actually most seriously impair our rate of 
scientific and technological progress in the missile, weapon systems, and space 
exploration fields through their tight repression on creativity. All business, 
big and small. today suffers most drastic compromise to its creative produc- 
tivity through virtual elimination of incentive for progress engendered by the 
recent rapid erosion of our constitutional patent privilege. 

I am confident that you have studied the patent laws, the policies and the 
working practices of the Department of Defense, the Atomic Energy Com- 
mission, and the National Aeronautics and Space Administration—the three 
agencies responsible for our progress in weapons technology—and, therefore, 
I need not belabor the confiscatory effects of these practices on the creative 
efforts of scientists and engineers upon whom our national survival depends. 
I do not exaggerate when I summarize Federal patent policy in this field as one 
which says: “We will take from you the fruits of your labors, while we beg you 
to increase them with all your energies.” This approach to our own scientific 
community borders perilously close to those of foreign ideologies with which 
we are locked in uncompromising conflict. 

I speak to you today not as a patent attorney, nor even as an authority on 
either Federal or corporate patent practices and procedures ; rather my authority 
and qualifications as an expert stem from experience in the practical, real 
effects of present Government patent practices in the defense field on the profits, 
the incentives and the economic frustrations of fiercely-competitive, independent 
businessmen—the true sinew of our national economy. I submit, Mr. Chairman, 
that these are the real experts in this field. These men, for whom I speak today, 
have suffered the consequences of present patent practices in usurpation of their 
constitutional patent privilege, in the award of procurement contracts for their 
proprietary inventions to their competitors, in renegotation of their profits 
away from them, in disallowance of direct costs chargeable nowhere else, and 
in ultimate complete frustration of their creativity and even desire to be of 
further direct service to their Government. 

Today, the tangible results of this confiscatory Federal patent policy is 
manifiest in the flat refusal of many of my principals, together with hundreds 
of similar small business firms in the defense field across the Nation, to accept 
Government research and development assigments. Let us see how this is so, 
and examine its consequences to the national defense and the space effort. 

Never before in our scientific history has the challenge been so great for the 
invention of new devices, the discovery of new principles and the development 
of new technical ideas. Today we are asked by these three Government agencies 
to generate forces, temperatures, and stresses utterly beyond the ken of even 
basic research only a decade ago. The demand on our engineers to perfect new 
materials, devise new electronic circuitry and develop new mechanisms is not 
only enormous but grows in intensity with each headline signalling another 
Russian achievement, which, unfortunately, is frequently paralleled by another 
American failure. Certainly this should be the “golden age” for the technically 
sophisticated with literally unlimited opportunities for reward through effort. 
Tragically, this is not a “golden age” for science because the traditional rewards 
for creative effort in this land of opportunity have been eroded away through 
Government usurpation of the patent privilege. 

One of the companies with which I am associated typifies not only the member- 
ship of our association but many hundreds of like firms across the Nation. 
Tt was founded in the immediate postwar years on the basis of a patented device 
which measures force, pressure, or acceleration in a simple, accurate way under 
severe environmental conditions. The company was a success from the outset 
and today employs nearly 1,000 people in five different plants to produce $10— 
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12 million a year sales volume in this patented device. Today it enjoys first 
rank in its particular proprietary field. 

To the uninitated, this portends monopoly with associated fat profits and 
security against competitive inroads on its market through its patent protection. 
Nothing could be further from the truth and such thinking discounts the facts 
of business mechanics in technical fields. This company produces a patented 
device making use of a particular scientific principle. But there exists 12 other 
scientific principles through the use of which the same job is being performed. 
This means that 12-15 other companies compete for sales in this market, each 
producing patented, proprietary products. Obviously, the competition in this 
specialized field is between scientific principles and not merely patented gadgets. 
Thus, quite the reverse of lay opinion, this company’s patented proprietary 
rights not only do not create a monopoly of its market but barely give it 
sufficient support for survival in a highly competitive field. There simply 
cannot exist a single, vastly-superior idea in the scientific field which corners 
a whole market. 

Now each of the 12 scientific principles utilized in the design and production of 
these measuring instruments, which are absolutely vital to the progress of our 
national defense and space exploration efforts, has highly-specialized, narrow 
advantages in one or two qualities over the full range of perhaps a dozen 
qualities demanded in a scientific instrument. Thus, this company is in a 
eompetition of scientific principles, rather than of price, warranty, delivery, 
or field service of a particular company—the competition familiar in such 
nondefense fields as home appliances, automobiles, or television sets. 

This means that in the missile and space vehicle field there simply cannot exist 
monopoly-through-patent in the classic sense, insofar as scientfic principles 
available in any textbook are not patentable. Here, I submit, is the core of the 
lay misunderstanding of monopoly and proprietary rights in inventions in the 
defense field. 

The second factor militating against capture of a technical market by a single 
supplier is the generally accepted fact that each scientific principle has its own 
natural limitations. This means, for example, that the familiar mercury ther- 
mometer used in nearly every home in America is useless for measuring temper- 
atures of rocket engines, that the principles of the piston engine familiar to 
every schoolboy are inapplicable to the propulsion of bombers or transports at 
sonic speed and that the heterodyne radio receiver, repairable by millions of 
Americans in their own home, is useless for the guidance, control, or communi- 
cations of missiles or satellites. 

Thus, our companies must develop entirely new scientific principles if they are 
to extend the range of their instrument capacities, electronic equipments 
and mechanical devices into the regions demanded for future weapons and 
space vehicles. Obviously, this requires patient, costly exploration of advanced 
scientific research fields supported by laboratory experiment. Our companies 
and hundreds of others like them, are brought to a critical impasse: if the Gov- 
ernment pays for such investigations, the resulting products and manufacturing 
rights thereto become the property of the Government. If private enterprise 
pays for this investigation, the rights to the inventions must be transferred to 
the Government with the sale of the device to one of its prime weapons system 
contractors. Obviously, Mr. Chairman, this is the familiar “heads they win, 
tails we lose” dilemma for the small businessman. 

The inevitable decision of the practical businessman, whose sole incentive is 
profit, is to simply reject such programs and invest his company’s money in con- 
tinuous, incremental improvements in his existing products—with resulting 
sacrifice to the rate of scientific progress of which he is fully capable. 

This situation extends impartially across the small, medium-size, and big busi- 
ness echelons of our economy. Big and small business in the weapon systems 
field are inextricably intertwined and inseparable, each relying on the other for 
major support. We most seriously question that legislation can be devised which 
restricts one while relieving the other, since both big and small business will 
be affected equally by the provisions of new legislation in this field, directly or 
indirectly. 

Today’s intercontinental ballistic missile delivered to the Air Force by a huge 
prime contractor is made up of literally hundreds of individual proprietary prod- 
ucts conceived and produced by small business and assembled by the prime 
eontractor into a complete weapon. The prime contractor himself had to compete 
hard and expensively against other giants in order to win his contract and his 
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basic design of the weapon contains many features on which he has rightfully 
claimed patent. 

Both small and big business, therefore, hold the Government in fundamental 
error in its concept that the complete weapon and all its component parts are the 
property of the Government with legal right to place their production among 
any of the thousands of available competitive bidders, most of them without 
laboratory facilities or even engineering departments. It is not the concept of 
the competitive bid that is harmful to proprietary rights—our association 
endorses it fully—but the concept that the inventor of the device to be pro- 
cured under competitive bidding has no right to the success of his idea and 
enjoys no benefits from his labors in its creation. 

The heart of the conflict lies in the scope of applicability of the device con- 
tained within the missile. The small business man enters into development of 
a new device responding to a specific need solely in the hopes of expansion of 
that need into a general one. The Air Force knows full well its difficulties 
in placing a development contract for an unique device applicable only to a 
single, specific missile or space experiment under competitive bidding. In 
these cases—and they are numerous—it must negotiate an incentive contract 
with an individual company or develop the device in a Government laboratory. 
Far from criticizing this method as unfair, my own association fully endorses 
this approach, since there exists no remote profit opportunity for the general 
marketing of the device. We have no quarrel with the Government’s retention 
of manufacturing rights to such single-application critical components. It is 
the inclusion in a weapon system of a device having wide application in many 
fields, the marketing of which is denied through Government patent right eon- 
fiscation, that creates the legal, economic, and moral injustice. 

For example, many engineers believe that the near future will provide each 
automobile with a simple, inexpensive indicator on the dash which displays 
with great accuracy the precise amount of fuel in the tank and expresses this 
in terms of the number of miles of travel available before the tank runs dry. 
Frankly, I would like to have one of these in my car right now, since I fre- 
quently drive around with the needle pointing on “E” and the conviction that 
I still have enough gas left to get where I’m going. Such a device would enjoy 
a multi-million dollar market but—unfortunately—the principles and techniques 
required for its development must be drawn from those already used in min- 
ature airborne computers presently furnished the Government and the rights to 
which belong to the Government. Should I have such a device in my own base- 
ment workshop, I would vigorously refuse its sale to a missile contractor or 
directly to the Government, thereby robbing our defense effort of another step 
forward in our national technological battle. 

Conversely, should the Government recognize my constitutional patent rights 
in my own invention and purchase the computer from me simply as a customer 
on terms and conditions acceptable to us both, under which arrangements I 
would still be secure in my rights to market the device to the automobile 
industry, I would most enthusiastically make such computer available to the 
Government and bend every effort to further improve the device for each 
specific Government application. 

Thus, in essence, my association believes that existing Federal patent policies 
and regulations are most greviously obstructing the pace of this Nation’s 
weapon systems and space exploration efforts, are clearly in violation of the 
content and the intent of Articles 1, Section 8 of the Constitution, and are 
literally creating and aggrevating the conditions they are designed to alleviate. 
They are not saving the Government money, since they force the Government 
to sponsor development programs at great cost that private industry would 
happily sponsor if guaranteed normal patent rights in the products thereby 
produced. They are not availing to the Government the best brains and talents 
of the Nation, which are distributed as liberally throughout small business as 
in big business, because these talents cannot be called forth without adequate 
incentive. Lastly, and most seriously in the policy sense, present Federal 
patent policies have no foundation in purpose or reason: they place the U.S. 
Government in the position of owning vast quantities of patents for which it 
has no conceivable internal use, since it does not manufacture, market, nor 
otherwise make direct contribution to the American economy. The practice 
must inevitably produce the spectacle of the Government suing one of its 
citizens for infringement of a patent owned by all the people—and therefore 
of no competitive value to anyone—it implies ultimate licensing of the manufac- 
ture of commercial products in the marketplace at a profit to the Government, 








1959 


124 PATENT POLICIES OF THE FEDERAL GOVERNMENT 


and it must eventally create another giant bureaucracy for the administration 
of the Government’s participation in the heretofore private enterprise of the 
Nation. We submit, Mr. Chairman, that none of these things constitutes a 
proper role of Government in our society. 

On behalf of the Strategic Industries Association, I urge upon this sub- 
committee the preparation of legislation which simply reaffirms the right of the 
citizen to exclusive reward for his inventions and discoveries for a limited 
time, other Federal laws, regulations, or administrative practices to the contrary 
notwithstanding. Only such a simple, forthright re-declaration can salvage 
the constitutional guarantees now almost lost and return to the inventive 
citizen, so sorely needed in today’s scientific battle, the rights granted him by 
his Founding Fathers. 

I thank you. 


We will meet at 9 o’clock tomorrow morning. I had not planned 
to go beyound 5 this evening. At that time we will hear the Lock- 


heed witness. , ; 
(Whereupon, at 5 p.m., the subcommittee recessed until 9 a.m., 


Wednesday, December 9, 1959.) 
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PATENT POLICIES OF DEPARTMENTS AND AGENCIES 
OF THE FEDERAL GOVERNMENT 


WEDNESDAY, DECEMBER 9, 1959 


U.S. SENATE 
SUBCOMMITTER ON MONOPOLY 
OF THE SELECT COMMITTEE ON SMALL BUSINESS 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 9:00 o’clock, a.m., in 
Room 457, Old Senate Office Building, Senator Russell B. Long, 
presiding. 

Present: Senator Long (presiding). 

Also Present: Walter B. Stults, staff director; Benjamin Gordon, 
economist; T. Peter Ansberry, counsel; Hamilton Richardson, legis- 
lative assistant to Senator Long. 

Senator Lone. We will come to order. 

We are pleased to have you here today. We are interested in 
knowing what information you can give us about the three nations 
interested in buying jet aircraft made by your company, and what 
your position is with regard to that. 

We have your statement here, and I suggest you summarize it before 
I ask you questions. 


STATEMENT OF BURT C. MONESMITH, VICE PRESIDENT, LOCKHEED 
AIRCRAFT CORP., GENERAL MANAGER, CALIFORNIA DIVISION, 
BURBANK, CALIF.; ACCOMPANIED BY L. V. KERBER, CORPORATE 
CONTRACT OFFICER; AND CHARLES D. WOODRUFF, LEGAL STAFF 


Mr. Monrsmitu. I think I can summarize it. 

Mr. Chairman and members of the subcommittee, my name is Burt 
C. Monesmith. I am a vice president of Lockheed Aircraft Corp. 
and general manager of its California division with headquarters in 
Burbank, Calif. Our company, as you undoubtedly know, has been 
engaged in production of commercial airplanes since 1932 and military 
airplanes since 1938. 

In my official capacity I have had direct and personal knowledge of 
our contracts with the U.S. Air Force covering the design, develop- 
ment, and production of the F-104 Starfighter—dating back to 1952. 
And I actually participated in a great many of the negotiations and 
agreements with the Federal Republic of Germany during 1958 and 
1959 covering its purchase of an all-weather fighter based upon the 
Starfighter concept. 


125 








126 PATENT POLICIES OF THE FEDERAL GOVERNMENT—1959 


T believe that therefore I have first-hand knowledge of the matters 
of concern to you in your present investigation. To provide addi- 
tional detail or clarification, I have brought with me today Mr. L. V. 
Kerber, our corporate contract officer, and Mr. Charles D. Woodruff, 
a member of our legal staff. In the event you need still more material, 
IT can assure you that we will obtain or prepare it for you and furnish 
it promply. 

It is our understanding that you are seeking information germane to 
the question of whether in the financial relationships and results of 
Lockheed’s contracts with West Germany the interests of the U.S. 
Government are being properly served. I most certainly can assure 
you that we are in full sympathy with the objective of your current 
inquiry. 

And I can tell you sincerely that we believe our agreements with the 
German Federal Republic are serving the best interests of the U.S. 
Government and people. 

We believe they are in line with America’s enlightened policy of 
cooperation with friendly foreign governments. They conform to 
our Government’s defense goals of improving the ability of these 
friendly Governments to share the burden of global defense. They are 
contributing to the advance of American technology and lowering the 
cost of complete military systems to our own armed forces. They are 
generating tax revenues and improving the American balance of trade. 
And they are aiding the American economy by providing upward of 
$200 million to provide some 5,000 jobs in the United States—spread 
among our own company and more than 600 other American com- 
panies scattered throughout most of the United States that are part- 
ners with us in producing this new German plane. 

I can summarize the history of the F-104 Starfighter very quickly. 
Our own design studies began in 1950, and we made our formal pro- 
posals to the Air Force at about the same time that the appearance of 
the Russian jet MIG’s in the skies over Korea showed the need for a 
new American fighter with far greater performance than any our Na- 
tion had available at the time. Further design studies and negotia- 
tions culminated in March 1953, with the receipt of an official go- 
ahead from the Air Force to develop and flight-test two experimental 
prototype F-104’s. 

Contracts with the Air Force, originally calling for 724 planes with 
a value of more than half a billion Seiiars, were reduced later by cut- 
backs and terminations. Ultimately the U.S. Air Force contracts 
produced a net total of 296 airplanes in 4 different configurations. 
The total value, including spares and related equipment, is approxi- 
mately $360 million. ee 

Three years ago when the German Ministry of Defense began look- 
ing for a fighter airplane to fulfill its role in the mutual defense efforts 
of the western nations, it closely examined more than a dozen aircraft 
from the United States, Great Britain, and France. It conducted an 
unprecedented 2-year evaluation of several of these, including one 
French, one British, and at least one other American plane besides the 
F-104. Teams of German pilots and technical and manufacturing 
personnel visited our plants before selecting the F-104 type for their 
principal fighter aircraft. 
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Starting in December 1958, we began discussing the configuration 
and contractual matters with a German technical team. I want to 
stress that in these negotiations Lockheed followed the requirements 
of the U.S. State Department regarding licensing of implements of 
war to foreign governments. Beginning in December 1958, we sub- 
mitted to the State Department copies of major drafts of the license 
agreement. We shelled kept the Department of Defense informed 
of the status of these negotiations. And final agreement was fur- 
nished to and approved by the State Department—after consul- 
tation with the Department of Defense—in March 1959. 

The first of our two contracts with the Federal Republic of Ger- 
many provides that Lockheed will do two things. First, it will per- 
form research and development and flight test for Germany of a new 
aircraft designated as the model 683-04-07. For convenient refer- 
ence this new model aircraft being developed under the German con- 
tract is identified as the F-104G. But it will be substantially differ- 
ent from the F-104 models delivered to the U.S. Air Force. The U.S. 
model was a day superiority fighter. The German is an all-weather 
fighter with fighter-bomber capabilities. Development of this new 
single-seat airplane will require the expenditure of some $35 million 
by the Germans. This $35 million expenditure may be compared 
with the total development cost. of $54.5 million paid to us by the U.S. 
Air Force on its single-seat: F-104 models. 

I should like to stress the fact that all of the $35 million develop- 
ment cost will be paid by the German Government. Our German 
contract provides that the U.S. Government will not in any event be 

uired to pay any portion of this development cost. 

econd, this contract with West Germany provides that Lockheed 
will manufacture in the United States and deliver to the German Gov- 
ernment a substantial number of complete airplanes of this new type. 

In its license agreement with the German Government, Lockheed 
grants it the right to manufacture this new model airplane in Ger- 
many. Lockheed also agreed to furnish technical data, manufactur- 
ing information or “know-how”, and technical assistance necessary 
to enable the Germans to manufacture such aircraft. Lockheed did 
not sell the data or information as such but rather granted the Ger- 
mans the right to use such information for a limited period of time. 
Upon completion of the license term on June 30, 1966, the German 
Government must return to Lockheed all of the data furnished to it. 

More specifically, Lockheed did not sell to the Germans, nor was 
any charge made to them for: 

1. Technical data in the possession of the U.S. Government or in 
which the U.S. Government has a right to possession and regardin 
which there is no prohibition against use by the U.S. Government an 
disclosure to others (other than reasonable charges for reproduction, 
handling and mailing, and other similar administrative costs). 

2. Royalties or amortization for patents or inventions in which 
the U.S. Government holds a royalty-free license. 

Our license agreement specifically provides that there is no charge 
for such information. And in addition it specifically provides that 
all rights transferred by Lockheed to the Germans are “subject to 
existing rights of the U.S. Government.” 
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An initial fee and royalty payments provided in the license agree- 
ment are reimbursement to Lockheed for these following materials 
and services: 

1. The furnishing by Lockheed, and the right of Germany to use, 
only technical data: 

(a) to which the U.S. Government has no possession or right to 
possession ; 

(b) to which the U.S. Government has no right to use or dis- 
close to others for use; 

(c) oe the U.S. Government has no royalty-free license; 
an 

(d) which is not in the public domain. 

2. Within the framework of item (1) above, the right of Germany 
to use manufacturing techniques, procedures, and methods developed 
by Lockheed over many years of experience in the design and manu- 
facture of aircraft. 

3. The furnishing by Lockheed to Germany of general management 
advice and information relating to the manufacture of a complex, 
high performance aircraft. 

4. The right to use Lockheed’s trade names, trademarks, and other 
proprietary designations. 

5. Certain warranties by Lockheed relating to the F—104G. 

6. Patent indemnity to Germany for infringement of German 
patents in an amount up to $1 million. 

7. The furnishing by Lockheed to Germany of assistance in ob- 
taining materials from third parties. 

8. The right to use certain Lockheed inventions in which the U.S. 
Government has no interest. 

9. The furnishing by Lockheed to Germany of certain technical 
assistance. 

10 Physical reproduction of the technical data. 

11. Furnishing by Lockheed of office space, equipment, and serv- 
ices for the German representatives in Burbank. 

In addition Lockheed undertook to give factory training to un- 
limited numbers of German personnel for another fee. 

Lockheed has not granted any licenses relating to the F-104 to any 
German firm or corporation. We have two agreements with an organi- 
zation known as ARGE-104, which represents the four German firms 
selected by the German Ministry of Defense to manufacture the 
F-104G. These contracts cover the purchase by ARGE on a regular 
commercial basis of tools, “knock-down” airplane kits, parts, and 
other equipment that may be required by the manufacturers in the 
initial phases of their program. 

By a separate government-to-government transaction, the Federal 
Republic of Germany has purchased from the U.S. Government, with 
German funds, a quantity of U.S. Air Force F-104F two-place 
trainers. We are manufacturing these airplanes in the United States 
and delivering them to the U.S. Air Force, and in turn the United 
States is transferring them to the German Government. We have 
not contracted with Germany to grant it any rights in connection 
with this F-104F airplane. 

I would like to emphasize that the technical assistance, knowledge, 
and data for which Lockheed is to receive payment from the Germans, 
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do not include any for which the U.S. Government has paid or to 
which it has a right to possession or use. 

Our F-104 contracts with the U.S. Air Force all contain standard 
“patent rights” clauses which grant to the Government an irrevo- 
cable and royalty-free license for use throughout the world of inven- 
tions, improvements, and discoveries conceived or first reduced to 
practice under or in anticipation of the Air Force contracts. These 
clauses do, however, leave title to such inventions in the contractor. 
Thus the Government has the rights arising out of performance of 
the contracts which it needs. The contractor remains in a position 
to use its inventions and developments commercially. 

The great importance to the public interest of the safeguardin 
of contractors’ proprietary rights, we believe, has been clearly aa 
strongly established. Moreover, in the manufacture of an airplane, 
large masses of data and information—documents used by the man- 
ufacturer and not required by the U.S. Government—are necessary 
to facilitate manufacture of the article. One set of this kind of data 
that we shall supply to Germany will consist of thousands of pieces. 

The new airplane that Lockheed is developing at German expense 
has capabilities that are broader and in advance of those of the 
airplanes sold to the U.S. Government under contracts we have now 
completed. The technological improvements being incorporated in 
this model now become available to our own Government. And they 
are available to our own Government without payment of development 
cost. 

The Air Force, too, already is benefitting from the German par- 
ticjpation in this program. It is paying this for its F-104 spares 
because of continued production at Lockheed of many items common 
to both planes. Its costs of terminating the final F—104 production 
contracts were reduced by about $2.5 million by diversion of termi- 
nated materials from Air Force contracts to Lockheed production of 
the new German plane. And the German orders have helped to keep 
together the teams of skilled engineers, craftsmen, and administrators, 
within our own company and hundreds of other organizations who 
are thus ready at any time to swing into the development or production 
of new weapons for the U.S. Government. 

Advantages to our Government in other ways include upward of 
$10 million Federal taxes that our company and other firms will pay 
as the result of the German program—$200 million worth of business 
to American industry that will improve our balance of trade. Our 
surveys show that the 632 companies having a share in the German 
F-104G program are located in 27 States—15 of them east of the 
Mississippi. More than 400 of them are small businesses with fewer 
than 500 employees. And the remainder of the larger companies, of 
course, spread their work among many more smaller organizations. 

But perhaps even more important is the way in which this NATO 
partnership is bolstering our stand against the danger of aggression 
from the East. These planes strengthen German participation in 
the NATO alliance, reduce the cost of American mutual defense aid 
programs, and lessen the burden upon our own Armed Foreces—and 
American taxpayers. 

In summary, gentlemen, I want to point out that Lockheed and 
other companies in our industry have been working for many years 
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under State and Defense Department policies covering the foreign 
licensing of U.S. military products. 

The ground rules are well understood by the Department of Defense, 
the State Department, other U.S. Government agencies, by the foreign 
governments, and by private industry. We believe they are fair to all 
parties in this country and abroad. We believe they serve the best 
interest of the U.S. Government and protect the legitimate and pro- 
prietary rights of private companies. We would like to see them 
continued and believe that no major changes are needed. 

Now, I know that my statement necessarily has been somewhat 
general and perhaps far less detailed than you may wish. With the 
help of Mr. Kerber and Mr. Woodruff, I will do my best to answer 
any questions you may have. 

Senator Lone. Mr. Monesmith, I want to get this straight for the 
record. How much is your company being paid for the services it 
is furnishing to the German Government in connection with this 
aircraft, the 104G? 

Mr. Monesmiru. For technical data and assistance, it is being paid 
a fee of $750,000. This includes a list of many items. I mean 

Senator Lone. Yes. I see on page 4 of your statement here: 

I should like to stress the fact that all of the $35,000,000 development costs 
will be paid by the German Government. 

To whom ? 

Mr. Monesmiru. Well, it will be paid to us for work to be done, 
but about half of it goes to equipment supplies for development of 
equipment items, and they come from all over the country, and most 
of this development is items that can be used in any other airplane 
once they are developed, but they are specifically being developed for 
the German, such as items like, well, for example, a new fire-control 
system. 

Senator Lone. Yes. 

Mr. Monesmiru. And the inertial navigator is a new inertial navi- 

ator, and there are a dozen large electronic components that are 

ing developed by firms, some small, some large—the North American 
Corp. has been asked; Minneapolis Honeywell has certain of the 
flight controls and the auto pilot; Litton has the inertial navigator; 
there are dozens of small companies that build IFF equipment, and 
such things like that. 

Senator Lone. Is that to be paid to them for tangible items that 
they produce or is to be paid for the drawings and specifications and 
patent rights? 

Mr. Monesmiru. Well, the $35,000,000 is paid, some of it is paid, 
to us for labor and material that we produce. 

We have to flight-test this thing, and we do some development on 
the airplane over the Air Force version, because there is a consider- 
able difference in the airplane. 

The money that is expended to the vendors or subcontractors or 
equipment suppliers in this case is for the development of a later 
version or a new version of an article that they have experience in, 
and also produces a certain amount of hardware for test aircraft. 

Senator Lone. That is the point I had in mind. I am curious to 
know how much of this $35,000,000 goes for tangible items that are 
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being produced, and how much of it goes for research and development 
and know-how so that the Germans can build a plane for themselves. 

Mr. Monesmirn. First, I should clarify the fact that we can not 
license these articles that are proprietary to these vendors, 

If there is a license with the German Government, they have to make 
a direct license agreement with the company that builds this article 
and has proprietary rights. 

In our licensing agreement with Germany we can only license those 
things that are Lockheed’s and, therefore, they are making some 
license agreement, and probably will some day have all of the things 
licensed. 

But those are separate negotiations with each company that pro- 
duces a part of this airplane, and there will probably be more license 
agreements with these companies than the single one that we have, 
by many fold. 

But to directly answer your question, of the $35,000,000 I would 
say that a rather small part of it is in the research side, but the devel- 
opment side, where you have to build mechanical articles or electronic 
gadgets, is the major portion of it. 

True, in the building of this, there are errors found, and we have 
to do it over again, but that is all part of the development problem. 
Design costs and things like that, of course, are tivolyedl: 

Senator Lone. Yes. 

What I am trying to find out is how much of this $35,000,000 is 
being paid to Lockheed for know-how and for 

Mr. Monesmitu. None. 

Senator Lone. And for patents, and for technical skill that your 
company has. 

Mr. Monesmitu None of the $35,000,000. That is strictly work to 
be done and expended for articles that they get. 

Senator Lone. In addition to this, is there a payment for 

Mr. Monesmitn. Yes,sir. There is the $750,000, plus another fee 
of $250,000 which takes into consideration that we must train a lot of 
German people, manufacturers’ people, to show them how to do the 
thing in this country. 

That is not all just money we can put in our pockets and all profit, 
because we have to give service for that. But there is a percentage of 
that that we collect that is for our know-how. 

Mr. Wooprurr. Senator, on page 5 begins a list of the things for 
which the $750,000 is paid to us. (See p. 159.) 

Senator Lona. In addition to the items that you mentioned here, 
is the U.S. Government getting any cash consideration for the research 
and development that they paid for on this airplane? 

a MonesmitH. Not as far as the new German version is con- 
cerned. 

As far as the F-104F, we do not know exactly what they charge the 
Germans for it, but we assume there is a fee in it for handling and 
whatever they wanted. 

You see, they brought 30 of the Air Force versions right off our 
line, but not directly with us, and we did not license that airplane. 
We let them handle that right through the Government. 

The only license we gave was on the new airplane, which is different 
from the Air Force plane. 
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Mr. Kerser. They got the 30 to train on and when they get 
there 

Mr. Monesmiru. The 30 are two-place, sir. They act as trainers, 
wherein the fighter is a new version, and aerodynamically it is the 
same, but physically it is different. 

Senator Lone. Can you give me this information: How much did 
ag Government pay as development costs on this plane, on the 

Mr. Monesmiru. Well, let me qualify it this way: The original 
development contract was for developing the model in two aircraft, 
plus about a year’s flight test of the two aircraft, and that amounted 
in the early days, the total of that was $13,000,000, of which what 
yon would call research and development was about $8,000,000 of it 

cause the rest was hardware. 

Now, there were 4 versions of this airplane built for the U.S. Gov- 
ernment, and if you add up all 4 versions, plus the 2 prototypes, then 
the total amount of that, which is research and development, of which 
most of it is development, because hardware, they got 52 airplanes, 
for example, in the test program, it amounted to roughly $54,000,000. 

Now, this research and development is primarily a definition of how 
we spend certain kinds of labor within our company, and it is a 
definition that is not a unilateral definition. 

The U.S. Air Force says this is what research and development 
consists of on this kind of a contract, you see. 

Senator Lone. To your knowledge, is the German Government 
paying the U.S. Government anything to help defray our $54,000,000 
that we spent in developing this airplane? 

Mr. Monesmiru. To the best of my knowledge the answer to that, 
is no. 

Mr. Wooprurr. Wouldn’t you say that presumably in the 30 air- 
planes there is an increment for development / 

Mr. Kerzer. It depends on whether that is their policy. 

Mr. Wooprurr. Depending on how they have been priced. 

Mr. Monesmiru. In the case of our allies, the NATO countries, 
and the SEATO countries, it has not been the policy of our country 
to influence them on what kind of airplane they ought to buy, and 
after they decide, if it happens to be an American airplane, and in 
this case real tough cuneroren was the French Mirage ITI, which 
was an airplane that had not been developed, and the French were 
anxious to have the Germans develop it, and they made a real fine 
business deal, but we were lucky enough to win out on the technical 
side with the airplane. 

And, as a result of this attitude, when the Germans finally make 
a decision, whether it is our airplane or anybody else’s in the United 
States, they have not asked them to go back and recover, to my 
knowledge, any development costs on the models that have gone before, 
but they have also stated that they will not pay anything on the future 
development of the modeleither. | : 

But they give the NATO countries the benefit of anything they have 
got their hardware for. 

This might be different if they were helping the U.S. Air Force 
develope this, but, you see, in this case the Air Force had already 
developed this, paid for it, and gotten the articles, and it was not a 
joint program with theGermans. It came afterwards. 
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So, to answer your question, I do not believe that they went back 
and recovered, to the best of my knowledge, except there may have 
been something on this F-104F. 

Senator Lone. When this foreign aid business is discussed, some 

ople are waking up to the fact that this country is running out of 
gold, and there is some question as to whether we can continue just 
to give everything without asking for something in return at the 
Government level. Would it seem to you that this Nation could, if it 
wanted to, in such negotiations, insist upon and receive a substantial 
payment for those research and development and patent rights that 
we paid for in cases like this where we paid $54,000,000 for it? 

Mr. Kerper. I would like to clear up one impression you may have. 
All of the $54.5 million on the prior 104 is not applicable to this new 
airplane; probably a small part of it is stuff that is common to both. 

So far as your other question is concerned 

Senator Lone. Let me get this straight. Could you build the 104G 
that you are discussing if you did not have all the backup information 
and the technical data that went into the building of the 104 initially ? 

Mr. Kerser. We would have had to spend more than $35,000,000 
in development, but not the sum of the two. 

Mr. Monesmiru. The answer is we could have built it, but the fact 
that we already had some background knowledge produced a cheaper 
airplane. 

You see, one of the big problems so far we have tried to sell those 
countries that have got their own money to buy this rather than to 
come through the Government to buy the airplane, and while we—and 
the Germans, of course, were the first ones to do this, and so far the 
Canadians are the first, and while there are other countries that. said 
they would want to, we have not got any contracts with them yet. 

In this particular instance it is quite competitive, sir. 

The British are real tough when it comes to negotiating, and the 
French are good, too; and in many cases they will take development 
costs on the government side and absorb development costs, just to sell 
the airplane in the country, where we do not particularly have anybody 
helping us do that in the United States. 

Senwice Lone. I saw an article where the British feel that they have 
recouped their expenditures on the Vickers Viscount by receiving 
one-third of the license and patent fees that the corporation has re- 
ceived as a result of their development of that plane. 

Mr. Monrsmitu. I would like to comment on that because we are 
in direct competition with the Viscount in the world, with an airplane 
known as the Electra. It is a little larger, but it fits in with those 
airplanes. In the case of the Government, that is a commercial 
airplane, sir. 

Senator Lona. That is a good plane. 

Mr. Monrsmitu. And while some have been bought by the military 
in Britain, they have been bought in a commercial configuration, just 
like the commercial airline. 

They subsidized that entire development program, to begin with, 
and then what they do is they get their money back if it sells. 

If it does not sell, why then, the Government is out the money. It 
has not been the practice of the U.S. Government to do that over the 
years here. I mean, we have to take the rap, and the risk of develop- 
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ing the airplane, and hoping that we can sell enough of them to pay 
off the development cost. 

Senator Lone. Well now, for that very plane, what percentage of 
funds to develop that Electra were paid by the Government ? 

Mr. Monesmiru. No development. 

Mr. Wooprurr. None. 

Senator Long. You say your Electra is in competition with the 
Viscount ? 

Mr. Monesmirnu. No. 

Mr. Kerser. That is purely a commercial airplane. 

Senator Lone. You say that is purely commercial. You did not 
receive any direct or indirect payment to develop that airplane? 

Mr. Monrsmiru. No, sir. 

Senator Lone. What was your cost on it, do you know? 

Mr. Monesmiru. The cost of development ? 

Senator Lone. Yes, of the Electra. 

Mr. Monesmiru. I would guess it is around between $75 million 
and $80 million, for what would be called purely development. Of 
course—— 

Senator Lone. It was a very substantial venture ? 

Mr. Monesmiru. There is capital investment beyond that for tools. 

Senator Lone. That was a substantial venture, was it not? 

Mr. MonesmituH. Yes, sir. 

Senator Lone. Let me ask you this: In developing the Electra were 
you able to build on top of information that you also had on other 
aircraft ? 

Mr. Monesmitu. Yes, sir; but it was also a commercial airplane, 
the Constellation. 

Senator Lone. So far as you are concerned, you built the Constella- 
tion at your own development costs ? 

Mr. Monesmiru. Yes. 

Senator Lone. And you built your Electra starting on what you 
knew about the Constellation ? 

Mr. Monesmirn. Yes; and before that the Lodestar, and before 
that the—and the original Electra, you see, we started out originally, 
as a commercial company, and we went for 4 years, and if there had 
not been a war we probably would still be a commercial company. 
But we had some skills developed, and the Government asked us to 
build some aircraft. We started out in the fighter field, and we have 
been building fighters for the U.S. Air Force. In fact, this is the first 
time in 20 years that we have not had a production contract for an 
Air Force fighter. 

But basically our original line was commercial aircraft, and we 
have been fortunate enough to be able to stay in it. 

Mr. Kerser. Senator, I would like to point out if it had been the 
policy or desire of the Air Force for us to collect some of that prior 
development from the Germans, we would have had to add it into the 

rice. 

. The business might very well have gone to some foreign country, 
and all these other advantages which we listed would never have 
occurred. 

So I think—— 
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Mr. Wooprurr. This, we think, is typical of the kind of benefits 
which the Government derives from our doing commercial work 
and pushing things and using things in the commercial field. _ 

As a result, the Government has better things available to it. It 
gets overhead spread over a broader base, and so on. 

Senator Lone. Go ahead, Mr. Gordon. 

Mr. Gorpon. Would it be fair to say that your chances of con- 
summating such a transaction would have been considerably les- 
sened if you had not developed the F-104 originally for the U.S. 
Government ? 

Mr. Monesmitu. Quite possible. 

Mr. Gorpon. Would it also be fair to say that the U.S. Govern- 
ment, through its sponsorship of the development of the F-104, has 
indirectly paid for at least some part of the development in the 
F-104G ¢ 

Mr. Monesmiru. Originally, yes, on that part which is common. 

Mr. Wooprurr. However, the U.S. Government also received 296 
airplanes which are manned in squadrons all around the world as a 
result of that development. 

Senator Lone. It paid for those, didn’t it? 

Mr. Wooprurr. That is right. 

Mr. Gorpon. You say the Government paid for those, did they not? 

Mr. Wooprurr. That is right. 

Mr. Gorpon. It paid for the production in addition ? 

Mr. Wooprurr. That is right. 

Mr. Gorpon. So we did not get this free; is that right ? 

Mr. Wooprurr. That is right. 

Mr. Gorpon. What. benefits 

Mr. Kerser. But they got value received. 

Mr. Monesmitu. But they got what they asked for in the contract, 
sir. They got what they. paid for. 

Mr. Gorpon. In production costs and in the R. & D. contract— 
however, what benefits does the U.S. Government get, if any, out of 
the German transaction ? 

Mr. Monesmirn. Well, there are $200 million coming into this 
country, of which $10 million will reside in Federal taxes, for sure. 
Mr. Gorpon. I do not mean in terms of taxes; I mean since they paid 





for eee of the development indirectly of the F-104G, do they get 
anything? Any part of a royalty? Do they get any part of the 
profits ¢ 


Mr. Wooprurr. They can have the advantage of all these develop- 
ments that we are making, or having made, in order to build the 
104G, and overall a better airplane available if they need it. 

Mr. Monesmiru. To answer your question directly, they do not 
participate in the royalities or the rofits. But I mentioned before, 
that one direct way oa have benefited is that they canceled off some 
airplanes off the end of our line, and there were some terminated 
materials left over which would have had to be paid for, primaril 
material that we bought from vendors, and this was absorbed in this 
German contract to the tune of roughly $2.5 million, so they recovered 
$2.5 million that they would had to pay for and would not have been 
used had we not sold it to somebody. 
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Mr. Kerser. It probably would have been scrapped. 

Mr. Monesmiru. I would like to point out that where the Germans 
are plowing in this $35 million, a little over half of that goes to 
equipment manufacturers, and this extends the state of the art in 
such things as an all-weather fire-control system, very sophisticated ; 
new developments in inertial navigators, and in the German contract 
it is expressly stated that if the U.S. Government wants to buy those 
articles, not necessarily put it in our airplane, but any airplane they 
want to buy, they can pick up and buy the hardware at production 
costs rather than share in the development of that. 

So that they get benefits in that manner as well; plus the fact that 
there is quite a problem—we would have had to lay off quite a lot of 
people if we had not gotten this, and so would some of our contractors 
and vendors and this, of course is a big problem to any manufacturer 
to keep his people working. 

Mr. Gorpon. Will some of the planes manufactured in Germany 
be sold to any of our allies ? 

Mr. Monesmiru. They have a right to be. They have to get per- 
mission from us to do it, and permission from the U.S. Government 
before it can be done. 

It is possible that some might be sold or that a joint program might 
be worked out with Belgium and the Netherlands. This is not being 
consummated as yet. 

Mr. Gorpon. Don’t some of these allies get foreign aid funds from 
us ! 

Mr. Monesmiru. Well, so far the ones that we have dealt with do 
not. But this may come up at some point in time in the future. 

Mr. Gorpon. I think this is a very interesting point. 

Let us suppose that a country gets foreign aid from us. Now, this 
foreign aid can be used to buy such items as aircraft. 

If this is so, would the royalty charge have to be paid with our 
foreign aid money ? 

Mr. Monssmiru. Well, normally, sir, the way that has worked in 
the past is when you give foreign aid in aircraft you buy it off our 
lines, and there is no royalty, and it is just a straight transaction 
from the U.S. Government, whether it be the Navy, the Air Force, 
to us, on Government contracts, and then the thing is transferred to 
the other Government. 

So that there is no royalty or license fee involved normally in this 
sort of a transaction. 

Now, whether or not the Government would ever buy off German 
lines direct or not is questionable. 

Mr. Wooprurr. If they did, the royalty that would be paid would 
be paid for the new developments, not for the Air Force developed 
portion of the airplane, as is spelled out in our statement. 

Senator Lone. How much research and development do you have 
with the Government at the present time ? 

Mr. Monesmirn. Research and development ? 

Senator Lone. Yes. 

Mr. Monesmitu. I would like to qualify what I am going to say to 
this extent: If you are talking strictly research and development—— 

Senator Lone. Contract, yes. 
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Mr. Monresmiru. And not development of hardware, in my div- 
ision, the California Division, roughly we have about $3.5 million 
worth. 

This is for engineering work primarily on certain aspects of de- 
veloping new techniques with metal, developing aerodynamic prin- 
ciples. It is more closely true research work. 

Senator Lone. You are speaking for one division. 

Here is a statement taken from the Wall Street Journal: 

Lockheed, in 1958, had a volume of $962 million, which included $323,900,000 
for Government research and development contracts. 

Is that statement correct ? 

Mr. Monresmiru. Well, quite possible. I do not know. We have 
four divisions, sir, and I do not keep track of what they do. 

I have enough trouble with my own, but they have the Polaris 
contract, and they also have the Agena in our other divisions. 

Senator Lone (reading) : 

Lockheed spent $25.2 million on its own research and development. This 
year the aircraft and missile maker expects to do $400 million of Government- 
sponsored R. & D., while digging into its own pocket for about $12 million. 

Is that statement correct ? 

Mr. Wooprurr. The $300 million figure would include mostly what 
I think we would call development work, not pure research; whereas 
the figure for our own expenditures would tend to be heavier on 
research. 

Mr. Monesmiru. You see, they are getting hardware, they are get- 
ting Polaris missiles, and they are being fired, and there are satellites, 
and there are three of these Discovers racking up in the air right 
now, so this is not what you would call true research and development 
alone. That happens to be the total cost of what research is in- 
volved and what development, plus the hardware. 

Senator Lona. In other words, that figure, do I understand cor- 
rectly that that figure—if you do not have this information, I would 
like for you to supply it for the record 

Mr. Monersmiru. All right, sir. 

Senator Lone (continuing).—I would like to know if those fig- 
ures refer to the research and the manufacture of hardware, and 
if so, I think it would be well to have a breakdown of how much of 
that 

Mr. MonrsmMitu. Would you quote those figures again, sir? 

Senator Lona. Yes. Here it is. This statement says: 


Lockheed in 1958 had a volume of $962,679,211——— 


Mr. Monesmiru. Yes, sir. 
Senator Lone (continuing). 


Which includes $323,900,000 of Government research and development con- 
tracts. In the same period Lockhead spent $25.2 million on its own research 
and development program. This year the aircraft and missile maker expects to 


do $400 million of Government-sponsored R. & D. 


Mr. Monesmiru. That amount, sir, includes hardware, I can tell 
you that wt now. 
Senator Lone (continuing). 








While digging into its own pocket for about $12 million. 
49646—60——_10 
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So it would seem to me it would be well if we had a breakdown of 
how much—if you can’t provide it—how much of that you expect to 
spend on research and development, and how much of it you expect 
to spend on the actual manufacture of the item itself. 

Mr. Monesmiru. We can provide this to you at a later date, sir. 

Senator Lone. All right. 

Mr. Monesmiru. I can tell you this much, that over $300 million 
of that $900 million was commercial airplanes. 

Senator Lona. Yes. 

(Information subsequently supplied by Mr. Monesmith follows:) 


Exuisit IV 
LOCKHEED AIRCRAFT CORP. 
Burbank, Calif., December 21, 1959. 
Mr. BENJAMIN GORDON, 
Economist, Monopoly Subcommittee, 
Senate Select Committee on Small Business, 
Washington, D.C. 

Dear Mr. Gorpon: During my appearance before your subcommittee on 
December 9 the chairman asked for additional information that I did not have 
with me at.that time. I am happy to supply it in this letter. 

The chairman had quoted from a Wall Street Journal article saying that 
Lockheed’s sales volume in 1958 included $323.9 million in Government research 
and development contracts, that Lockheed spent $25.2 million on its own re- 
search and development, that in 1959 Lockheed expects to handle $400 million 
of Government-sponsored research and development and about $12 million on 
its own research and development. Senator Long then asked for a breakdown 
between “pure” research and development expenditures and the development 
expenditures involving the manufacture of hardware. 

There were no “pure” research contracts included in the Government research 
and development contracts for which Lockheed reported sales of $323.9 million 
in 1958 and estimated sales of $400 million in 1959. These Government con- 
tracts, however, included studies, testing, and various types of applied research 
in addition to work involving the manufacture of hardware. 

Other research and development work, not covered by Government contracts, 
included $3.8 million in 1958 for “pure” or “extensive” research and $21.4 
million for research and development involving or relating to the manufacture 
of hardware. In 1959 we now estimate that research and development not 
covered by Government contracts will total approximately $29 million. Of 
this 1959 total, about $6 million will be for “pure” or “extensive” research, and 
about $23 million will be for research and development involving or relating to 
the manufacture of hardware. 

To avoid any misunderstanding of what we mean by “pure” or “extensive” 
research, we wish to define it as an investigation of fundamentals with no im- 
mediate practical objective but with the expectation of broadening the scientific 
knowledge on which the industry is based and with the faith that ultimate 
applications will be found to justify the expense of the research. 

“Extensive” research also includes the accumulation, summarization, and 
extension of data previously developed with the objective of ascertaining the 
results of previous research and development and making the data available for 
possible future applications. 

During your interrogation as committee counsel, you asked the amount of 
Lockheed’s present net worth and a comparison with 10 and 15 years ago. At 
the end of 1958 the net worth of Lockheed Aircraft Corp. was $136.6 million. 
It was $46.5 million at the end of 1949 and $34.6 million at the end of 1944. 
During the period from 1949 through 1958, net worth was increased about $15 
million through the sale of capital stock and conversion of subordinated deben- 
tures. 

I trust that this material provides the answers to the questions raised and 
that you will feel free to call upon me for further information you may require. 

Sincerely yours, 


Burt C. MONESMITH, 
Vice President. General Manager, California Division. 
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Senator Lone. Now, with respect to the things you are developing, 
I am sure that you are finding important secrets we need to know, a 
lot of know-how and a lot of patentable information with regard to 
Polaris and a lot of other things. Do I understand that that infor- 
mation is available to the Government in the production of things 
that the Government orders from you at no cost, beyond the original 
cost the Government has paid ? 

Mr. MonesmitH. Yes, sir. 

Senator Lone. If a competitor wants to produce some of these same 
items or component parts that go into this, would he be required to 
pay either you or the Government directly or indirectly a fee for the 
production of these items that you have developed ? 

Mr. Monesmiru. No, sir. The Government gets a royalty-free, 
nonexclusive license to build these. They get drawings. 

The way this works, Senator, is that—and I listened to the testimony 
yesterday, and I think there is an explanation for some of these things 
that were said—when we do an R. & D. contract, we tell them what 
they are going to get, and it is spelled out, and there are dates as to 
when they get the data, the equipment, the engineering, the test re- 
ports, the maintenance manuals, the erection manuals, everything that 
is involved that they want, everything they want to buy. 

On these dates, generally speaking, this information is furnished 
right on the dates that is set. Sometimes there is slippage, but in 99 
percent of the cases they get information. 

Now, in the case of any of these items they get all the manuals, 
everything else, but they are furnished to the Government. 

We are not required to furnish to anybody and his brother who 
decides that he wants to build a Polaris or something. He has to 
g° to the Government, but the Government has all these manuals and 

ata. 


In the case of certain—where you are in the development period, 
these manuals, you have to go through the development flight test 
before the manuals are availéiie, obviously, but once they are available, 
they get hundreds of copies of these things, and we send these things 
out by the ton, and it goes to various agencies of the Government, and 
they redistribute this to procurement areas they have. 

They have what is known as air material areas, and we, as con- 
tractors, work under certain ones. Ours happens to be the Sacramento 
Air Material Area. 

If they wanted to buy, overhaul, repair or buy the stuff direct, they 
_— got the drawings, the maintenance manuals, and everything 

ere. 

Now, you cannot very well wrap up know-how and send it with that. 
I mean, we still have the know-how on how to do these things, but as 
far as the drawings, the manuals, if the company is a capable com- 
pany and knows what they are doing, they can take this stuff and 
they can build it. 

hey have to have tools for it. If the Government wants to pick 
up the tools at our plant and send it to them, they can do that, too. 

Senator Lona. if someone wants to bid on a part, do you have a 
practice that he be privileged to come and take a look at it and see 
what it looks like and see your drawings on it in order for him to bid? 
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Mr. Monesmiru. Well, there is a policy in the Air Force that they 
call “make or buy,” and they go through the article, whether it be an 
airplane or missile and so forth and so on, and they say these things 
~~ should buy outside, these are primarily the things that you can 

. outside. 
here are some things you cannot very well split off from the man 
who is doing the actual work on the final article. 

Then these are put out for bid m various different methods under 
various schemes the Air Force has, and when that is done, why, you 
give him all the information he needs to build it. 

Now, he cannot decide necessarily to come in and decide he wants to 
build something that somebody else has got once the contracts are let. 

Senator Lone. What I had in mind is this: Suppose someone wants 
to bid on this information, that is, bid on producing a component part; 
sup you want to put a camera in one of these Polaris missiles you 
are building to take pictures to see what things look like from up there. 
Would a person wanting to make a camera have the right to come in 
and take a look at the camera that has been developed and see what it 
looked like, including the parts, in order to build it ? 

Mr. Wooprurr. As Mr. Monesmith has said, the original builder 
or manufacturer supplies the required data and drawings to the 
Government. These are available through the Government. Now, 
as to something like a camera, it would depend upon the particular 
situation. 

Uuder the patent-rights clauses used pretty generally in Govern- 
ment contracts, the Government gets the right to use any inventions 
conceived or first reduced to practice, as we mentioned in our state- 
ment, for reproduction of the article. 

In the case of cameras, I would expect that there would very likely 
be some earlier patents and, in addition, some know-how and pro- 
prietary information to which the Government might not have rights. 

If, nonetheless, as was pointed out earlier, the Government wishes 
to go out and seek competitive bids, and they can do so under the 
1910 statute, which says that the Government may use inventions 

Senator Lone. After you develop the Polaris missile or any other 
item, if a competitor wants to bid against you for its production, does 
he have to pay you any patent fee or royalty or is it customary prac- 
tice that he would ¢ 

Mr. MonesmirH. Not if it is for the U.S. Government. If it 
would be for the use of a foreign government, it would be classed as 
commercial, and then we would have to work out some deal with the 
Government. But if it is for the U.S. Government, the answer to 
that is “No”; he can come in and bid against us whenever there is a 
follow-on contract that is open. 

Senator Lone. If a commercial firm wanted to buy any of these 
things that you developed with this research money, would he have 
the benefit of the patent or proprietary rights? 

Mr. Monesmiru. Well, first of all, on this sort of stuff we would 
have to have the approval of the U.S. Government to sell it commer- 
cially, which you have to do in all cases of any type of war material, 
and it is very doubtful that a commercial firm would want to buy 
these patents and things. 

Sir, in our particular side of the business it is pretty hard to patent 
the type of thing that we do. 
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For example, if you tried to patent everything, it would cost you 
so much doggone money that the Government would be paying con- 
siderably more just to research the patents and get them, you see; 
and the state of the art develops so fast that what you think you 
have got as a good idea this year is obsolete 6 months from now be- 
sause somebody has come up with a better way of doing it. 

Now, most of the patents that are developed in our business are 
patents that have to do with the skill and techniques of handling 
certain types of material. 

We are a little different from the type of gentlemen who were 
here yesterday, who were small business, and who start the business 
on an idea, and then through the patents they get the right to build. 

Because of our relationships with the Government, most of the 
things that we do in that field can become general knowledge anyway. 
I mean, if the Air Force wants to send North American to look into 
how we do something to make airplanes cheaper, they do that and, 
generally speaking, there are some patents, of course, where we de- 
velop something with our own money for certain uses, but this is 
a very small percentage of our business. 

Mr. Gorpon. Mr. Monesmith, let us suppose for the moment that 
instead of the Germans buying the F-104G, they bought the F-104. 
Now, this F-104 was developed primarily at Government expense; 
is that correct? 

Mr. Monesmiru. If they had bought the F-104 off our lines there 
would have been no license agreement or anything else involved. 
We would have recommended that they go to the U.S. Government 
and buy them. 

Now, the reason that we would recommend that is just because 
many of the articles on an airplane are furnished as what is known 
as Government-furnished equipment, and the Government has the 
procurement lines to those items directly. 

They have established a relationship, and it is much easier for us 
to let them buy directly from the U.S. Government and furnish them. 

But in this case the Government did not want to mess around with 
another development, a rather sizable one, and we dealt directly 
with them. 

If they wanted us to license it to Germany, we would have had 
some charges against that, because we do not want to particularly 
give away our knowledge of how to build anything, and get nothing 
in return. 

We are setting up a competitive outfit that takes business away 
from us in the end if we happen to have a good article, but that 
would have been negotiated with the Government as to what they 
felt was reasonable. But this is not the case in this particular 
instance. 

Senator Lone. I see. 

Mr. Wooprurr. We would have had to do in that case, I think, 
all of the 11 things listed in the statement that we are doing with 
respect to the G. 

Mr. Monesmiru. Except for the development part of it. 

Mr. Kerser. They wanted to build it. 

Sentor Lone. Suppose they wanted to buy directly from you in- 
stead of the Government, what would the situation be? Wouldn’t 
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you have proprietary rights or would you have proprietary rights 
to the patents and the know-how on the development of that plane? 

Mr. Monesmiru. Yes, sir. 

Mr. Wooprurr. We would. 

Mr. Gorpon. You retain title to that; correct ? 

Mr. Wooprvurr. Correct. 

Mr. Gorvon. But the data are owned by the U.S. Government ? 

Mr. Monesmiru. If the plane was exactly the same. 

Mr.Gorpon. Suppose it is exactly the same. 

Mr. Monesmitu. If it is exactly the same they own a set of data. 

Mr. Gorpon. They own a set of data ? 

Mr. Wooprvurr. The actual pieces of paper we delivered to the U.S. 
Government belong to them. 

However, there may be information disclosed by those pieces of 
paper which we developed independently of any Government con- 
tract, and which we consider to be ours. 

We furnish data to the Government under two types of clauses, one 
which gives them unlimited rights to use it, and the other which gives 
them the right to use it for anything except procurement, and in order 
to get the right to have that second type of clause we have to go 
through a difficult negotiation to establish that the piece of paper or 
some of the pieces of paper contain propritary information which is 
peculiarly ours. 

Senator Lone. Have you had any problem come up in your contract 
with your engineers and your technicians where a fellow would say 
that he developed some idea that is patentable and of substantial value, 
and that it belongs to him because he did it in his spare time or did it 
in his off-hours ? 

Mr. Monesmiry. No. We have an agreement with our engineers 
and scientists and manufacturing people wherein we will apply for a 
patent on an article if we think it is patentable. At the time we put 
in a request he gets $50; at the time it is granted he gets $100, and he 
gets 20 percent of the first $100,000, 10 percent on the next $400,000, 
and 5 percent thereafter. 

Senator Lone. Is it possible for those people who work for you to 
apply in their own name for a patent on something that is relevant to 
your work, and to say that they did that in their garage on their spare 
time, and that belongs to them ? 

Mr. Monesmiru. Not relevant to our work, but we have cases where 
they go out and apply for patents that are outside of the industry or 
not—you have to have agreement with a man, sir, because you are 
working for the Government and you have to give the Government 
these rights to it, and therefore, he has to comply. 

Senator Lone. That is what I want to know. How do your agree- 
ments with the individual work? Are your agreements such that 
you have the right to everything that is developed by him while he is 
working for you or what do you leave out of that that he can patent 
for himself ? 

Mr. Wooprvurr. Everything that is relevant to his work for us. 

Senator Lone. In other words, as far as you are concerned, he 
cannot have some patents—he cannot patent on aircraft parts and 
aircraft equipment that he turns over to you, and some that he does 
not. Anything he develops with regard to aircraft he would have 
to turn over to you; is that correct ? 
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Mr. Monesmirn. He signs that agreement, and he knows what 
it is, and it has these terms that I quoted to you when he comes to 
work for us. If he goes out and designs something for an umbrella 
or something that has nothing to do with an airplane or a missle, he 
can do that on his own; anybody can do that. 

Senator Lone. The point I am getting at is that you, as a prudent 
employer, sign a contract with your employees where everything that 
is developed—if it has anything to do with his work—is jereit over 
to you. 

Why should the Government sign a contract with you where that 
which is developed belongs partly to the Government and the rest of 
it to you, why should it leave anything out ? 

Mr. Monesmiru. Sir, the first reason we have to do that is in our 
Government contract anything we do we have to give the Government 
a nonexclusive, royalty-free right to that patent. Now we cannot 
very well and not have these agreements with our people, because if 
something is produced, we have got to turn it over to the Government, 
and we have got to have some agreement with the man, in the first 
place. I mean, that is basically the reason for this thing. 

Senator Lone. Here is my thought. You have made a statement 
that there are certain rights with regard to this fighter airplane that 
belonged to the U.S. Government, and certain rights that do not. 
Certain things, you have indicated, are yours on a missle, and certain 
other things are not. 

Why should the Government sign a contract with you for $400 
million where they fail to possess all of the rights that have anythin 
to do in connection with the development of that missle or airplane 

Mr. Monesmiru. There are two pretty good reasons. One is that 
there is a lot of background that you develop over the years from all 
types of work, commercial work, that you do not sell with these 
contracts. 

Senator Lone. The point is when you hire a man to work for you 
in your plant you agree that he turns over to you everything he has, 
all his knowledge, all his know-how, and all his patents, everything 
that has anything whatever to do with your business. 

Mr. Kerser. But not all has prior patents. 

Mr. Wooprvurr. Mr. Senator, there is quite a difference between 
the Government and our company. 

Senator Lone. What proprietary right would he have the right 
to decline to turn over to you after he goes to work for you? Any 
know-how or any right to a patent which he acquires after he went to 
work for you? 

Mr. Kerser. After. 

Mr. Monesmiru. After. But if he had a half-dozen patents be- 
fore he came to work for us we can’t go back and go after them. 
He has got the right to use those. 

Senator Lone. At the time you signed that contract with him, 
let us say you wanted to make a missile and he had several patents 
that related to a missle, would you not be prudent enough to put 
in the contract that he would turn over to you his patents that he 
had prior to the time he went to work for you, and if—— 

Mr. Monesmirn. I will have to tell you we probably would try, 
but if he had something he would not want to sell, we could not. 
There is a price connected with it. We would have to pay for it. 








144 PATENT POLICIES OF THE FEDERAL GOVERNMENT—1959 


Mr. Wooprurr. If he had something we would have to pay for it. 

Senator Lone. Suppose he had the fundamental patents without 
which you could not make the missile. Would you sign a contract 
with him for $1 million for him to do research and development 
work for you or $5 million or $400 million—the figures do not matter— 
would you sign a contract for a large dollar amount with him without 
making it a condition of that contract that he would turn over to 
you the right to use that patent without which the missile could not 
be constructed ? 

Mr. Wooprvurr. If the patent was worth $1 million we would 
expect to have to pay him another $1 million for it, and by the 
same token if you want to buy out all of our 

Senator Lone. Right. 

But wouldn’t you recognize that your contract with him for doing 
the work for you henceforth would be valueless; it would be like a 
sack with a hole in the bottom of it, unless you had in the contract 
the condition that you also had the rights to the prior patents. 

Mr. Monesmiru. Well, a good example of what you are talking 
about, sir, is the Constellation. 

The Constellation had on it what was known as the Fowler flap. 
A Fowler flap was developed years back; it was a mechanism as to 
how to get the most out of a flap. We paid royalties on that flap 
for years and years and years to this man Fowler. That was a 
prior patent at the time the Constellation came out; in fact, we used 
the Fowler flap on airplanes prior to that time in our company. 

There have been many of those over the years wherein inventors 
have ways and means of developing an idea that they patent, and 
you have to pay them for whatever you use on a thing. 

Now, he did not work for us, but we paid him a royalty on it, and 
if he has got something good, if he has got something that is worth— 
the basic patents for a missile, the chances are pretty good that 
Lockheed is not going to build that missile because he is going to 
take and either form a company or at least get his money out of the 
patents to build the thing. 

Mr. Kerser. That is a very good example. 

Senator Lone. All you are saying there is that some fellow had a 
patent on something you wanted, and you paid him a fee. That is 
not the case I am describing at all. 

I am talking about the case where you hire some man and pay him 
a great amount of money. You have got a contract here for $400 
million, and you are telling us that some of that which is developed 
with this amount belongs to the Government and some of it does not. 
That is my understanding—most of it does, but some of it does not. 

Here is your statement. You have certain rights on these airplanes 
the Government does not have. It is all yours, even though the 
Government is signing a contract with you for $400 million a year. 

Mr. Kerser. When the Government bought the first airplane with 
Fowler flaps on it they did not buy any rights to that. That was ours. 
It was not developed under that contract when we negotiated with 
Mr. Fowler. 

Senator Lone. There is no way on earth you could sell that be- 
cause you did not have it to sell, because it belonged to somebody else. 

What I am talking about is this: When the Government signs a 
contract with you, and signs these contracts for $400 million to develop 
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something, like the Polaris missile, why should they leave anything 
out? Why shouldn’t they own rights, have any right that has any- 
thing to do with this thing they are buying ? 

Mr. Wooprurr. Because the Government wants the airplane or it 
wants the missile, and it is not, we think, in the missile or airplane or 
in the invention business. 

On the other hand, we are in the missile and aircraft business, and 
we are interested in inventions and developments which will enable 
us in this contract and in future contracts to supply you the aircraft 
and missiles which you want. 

It is the overall end product that the Government contracts for 
and which it wants, and next year it is going to want a better overall 
end product, and we will hopefully be ready to produce that for it, 
because this year and last year and preceding years we have been on 
commercial contracts and on Government contracts, and on our own 
contractor-sponsored research, being developing new items here and 
there, and our subcontractors have been doing the same. So that 
next year when you come along, or when a commercial contractor 
comes along, we will be able to sell you this better end product. 

But we will not be proposing even to sell you our know-how and 
our separate developments which we want to use year after year in 
our business; and you, not being in the airplane business, do not 
really need those. They are available to you when you buy them 
as part of an airplane, when you buy it from us or from anybody else. 

Senator Lone. Let us consider this point of view, and I would like 
your reaction. I am not in the aircraft business. I am fortunate to 
have some holdings in some other businesses, but not in the aircraft 
business; but, as a taxpayer, I am paying some of this $400 million a 
year on this research and development that you people are doing, and I 
think you are doing a good job, by the way, and developing a good 
end product. But we are paying you, as taxpayers, to develop a 
product. Now, you may be developing something that has consider- 
able future use. Suppose one of these days that we use something 
along the line of the missile you are developing to go from coast to 
coast in 15 minutes instead of 4 hours the way we do now. 

As a taxpayer, I have paid you once to develop and produce it. 
Why should I pay you a royalty fee or a license fee a second time for 
the use of the information which you developed and which I had al- 
ready paid for. 

I see all three of you ready to answer that. Suppose you preside 
and determine who should answer first. 

Mr. Monesmirn. May I answer that, Senator? 

Senator Lone. Yes. 

Mr. Monesmiru. You understand that once we produce an article 
for you, you have the right to take the drawings, the tools, and every- 
thing else you own, and you can go—— 

Senator Lone. That is the U.S. Government ? 

Mr. Monesmirn. Yes. 

Senator Lone. Yes. 

Mr. Monesmiru. And you can produce it. 

Now, you cannot very well hedge out of the minds of the people that 
know-how to do the little tricks of the trade that make it a good-qual- 
ity article, and things like that, because there is no way you can wrap 
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that up and package it and send it to anybody else. But a good 
qualified company that is in the same business we are in can take those 
drawings, and can reproduce it for you just as we can, but you just 
cannot pick up all this background knowledge and give it to somebody 
else. 

I mean, there is just no way in God’s world that you can get that 
information out of the heads of the people who are there unless you 
go and hireall the people, you see. 

Senator Lone. 1 am not trying todothat. But my thought is this: 
Considering the fact that I am both a taxpayer and a consumer, why 
should I, as a taxpayer, pay you to develop something which you can 
make very well, and then turn around and, as a consumer, pay you a 
royalty fee, a license fee, and pay you for the benefit of these pro- 
prietary rights that you have in the things for which I paid in the 
first place ? 

Mr. Woopvrurr. Senator, You do not pay us for all of this develop- 
ment. You get what you pay us for. You pay us for the end article, 
according to the specifications that are incorporated in the contract ; 
and you pay us for doing some development work to make this differ- 
ent from the one we built before or somebody else maybe. 

You get all you need because you get this irrevocable royalty-free 
license to use anything that we developed on the contract for govern- 
mental purposes throughout the world. 

Now, as to thi 

Senator Lone. You just got through telling me that the contract 
is not. complete; that anything you knew prior to the time you started 
I did not. get; I did not have that in the contract. 

Mr. Wooprurr. That is right. If we had hired Mr. Fowler for a 
high salary, because he is a real inventive man, we would not have 
gotten the rights to the Fowler patents which he developed before he 
came to work for us. 

Mr. Kerser. Or anything else. 

Mr. Wooprurr. Unless we paid him a seperate sum for it. 

Senator Lone. Why shouldn’t you negotiate for it at the time he 
wants the job? Why shouldn’t you say, “Well now, Mr. Fowler, you 
want this job, and I'll tell you what we will do.” 

Mr. Wooprurr. Maybe we would. 

Senator Lone. “We will hire you and pay you a big salary, but 
when you come to work for us we want the benefit or at least we 
want some understanding and a firm agreement that we have the 
rights to these prior patents that you have, and this know-how you 
have.’ 

Mr. Wooprvurr. In its contracting the Government does buy what 
it feels it needs and wants, and what it is ready to pay for at the 
time. But there is no particular reason for the Government, in 
effect, buying us out, buying out all of our skills and know-how and 
patent and proprietary rights on every contract that it enters into 
because they are all there available for the Government to come and 
use on a succeeding contract if it wants to. But it would be point- 
less to buy us out every time you placed a contract with us. 

Senator Lone. Yes. This business is competitive, very competi- 
tive, is it not? I mean, you may not have a great number of com- 
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petitors, but those you have, fight you pretty hard to get the business, 
do they not ? 

Mr. Monesmiru. Yes, sir. 

Senator Lone. For example, if the Government wants te develop 
a larger or different missile or a new type aircraft, the odds are that 
there are several other people who are going to put on their gloves 
and butt heads with you to try to get that business? 

Mr. MonesmitH. Yes, sir. 

Senator Lone. Now, I should imagine, whether it is correct or 
not—and you would know that maybe North American, Douglas, or 
other companies would come in here and they would say, “Well now, 
we think we can do this thing better than Lockheed. Here is what 
we have done. We have done some work on this type thing and we 
have some background knowledge. We have done some research on 
it and we really have a pretty good head start already in this field.” 
Unless I miss my guess you would have a reply to that. “So do we. 
We have been thinking about this matter, too.” 

Would that be correct ? 

Mr. Wooprvurr. That is the good thing about our system, that 
keeps us constantly improving. 

Gondter Lone. Well now, would that statement be correct? At 
the time you go to negotiate-—— 

Mr. Monzsmiru. It depends, if we actually have the capability, 
sir, and the Air Force does not go out and just let anybody build an 
airplane; they try to go to the person who has the know-how to 
build that type of airplane. 

Now, we specialize in certain types; some we do not build at all, and 
when the Government buys they take these things into consideration, 
and they go to whoever they think has the qualifications and back- 
ground to do this. 

For example, we had one of the first, if not the first, company-owned 
wind tunnel in the aircraft business. We built it ourselves, and we got 
alot of good out of that wind tunnel. We operated on company 
money. Nobody paid us for the wind tunnel, nobody paid us to operate 
it. We did it with our own funds, and we did it on commercial busi- 
ness, because at that time, back in those days we did not have any Gov- 
ernment business, and we got a head start, we were qualified in the 
aerodynamics field over and above many others as a result of that. 

Senator Lone. I think you and I are not saying anything conflict- 
ting, but we are not talking on exactly the same subject. 

What Iam trying to get toisthis: I believe just as you spelled out 
in your statement when it came around to building a 104G or a 104 
fighter aircraft, you people had done some work in that field before 
the Government ever came to talk to you about it? 

Mr. Monesmiru. That is correct. 

Senator Lone. Since you saw that there was going to be a demand 
for such a product, you did some work on it prior to the time the Gov- 
ernment came to you. You said in your statement, if I understand it 
that you had certain rights with regard to this type aircraft before the 
Government ever came to you at all; did you not? 

Mr. Monesmitu. Well, let us not say that we had rights. We had 
capabilities and know-how, but much of that was not patented, sir. 
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Senator Lone. Some of it is, though, is it not? Would not some of 
it be patentable? 

Mr. Monesmiru. I doubt very much. The only thing I know 

Senator Lone. Even your know-how is proprietary, is it not? The 
Government does not have a right to have that without paying you for 
it? 

Mr. Monesmitru. Well, what you cannot do with the know-how is: 
There is no possible way you can pick it up and package it and send it 
around unless you take and ask us to send people, which you pay for, to 
somebody else to show them how to do something, and we do this all the 
time. 

We have field service people, we have technicians, and if the Govern- 
ment wants us to send these people out to show somebody else how to do 
something. and they have done it on a number of occasions, they pay 
for the right, for the people that know how to do that, and they go over 
to some other manufacturer and show him how to do something that 
maybe we already know, but he has got the contract, but you do not 
have the right to call on us to send people on our payroll over to Joe 
Doaks over here to show him how to build our article without paying 
us for it. That isthe proprietary aspect of this thing. We could not 
stay in business on that basis. 

enator Lone. The point I have in mind is a very simple point, 
which could be very pertinent. In seeking a contract to build some- 
thing as significant as a fighter airplane—and particularly if you had 
a competitor who wants that same contract—if it is going to be a ne- 
gotiated contract where the Government does not know precisely 
what it wants, to begin with, the fellow who has the best chance of 
getting it, all things being equal, would be the fellow who had made 
the most headway in that direction to begin with, wouldn’t that be 
correct ¢ 

Mr. Monesmiru. Quite possible; yes, sir. 

Senator Lone. So if you have done something along that. line and 
have done some work on that type of aircraft to begin with, antici- 
pating there is going to be a demand one of these days for a faster 
and higher ca aircraft than the Government presently has, 
you would likely have some certain proprietary patents, either in 
items or know-how at the time you are negotiating with the Govern- 
ment that would kind of give you a head start and a chance to get 
the contract. Does that make sense? 

Mr. Kerser. Yes. But when we negotiate with you for a 104, say 
we are going to incorporate in that airplane and use a lot of prior 
manufacturing background and secrets and so on, we do not charge 
you anything for those, and you do not get any rights in it. If you 
want to buy them at that time, you may. 

Senator Lone. All I am saying, and all I am getting around to is 
this: At the time the Government signs the contract with you, would 
it not make sense to the Government contracting officer to put in the 
contract that the Government has the benefit of what you had done 
before as well as what you are going to do in the future with regard 
to this product that you are going to build ? 

Mr. Kerser. If the Government is ready to pay for it. 

Mr. Monesmiru. In effect, you get that now, sir. You get it now. 
The only thing you do not get is title to patents. Everything else you 
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get, but there is just no way to take and = up background knowl- 
edge out of the minds of a hundred and fifty thousand or a hundred 
thousand people and transfer it. 

Senator Lone. Well, all I am saying is that if you are hiring a sub- 
contractor, it is just as if the Government is buying it from you. 

Mr. Monresmiru. Yes, sir. 

Senator Lone. You would not have a good lawyer, and you would 
fire him and get somebody else if you could not get a contract where 
either you or the Government is going to buy something from a man 
who has the patent and the know-how, without an agreement that 
you get the right to use that patent and know-how in the contract. 

Mr. Wooprurr. If you had a foreseeable independent need for those 
inventions, then maybe you would want to add something to the price 
and try to get the fellow, the contractor, to sell those inventions to 

ou. 
" But you, by buying the article, you get the right to use the article, 
you do not need to buy the patent rights for that purpose, and so I 
think the Government, or we would feel that the Government, would 
be foolish to go along every time a contract is signed to buy all the 
patents that the company it is dealing with has. It would just shoot 
the cost of procurement all the way up. 

Senator Penn Here is the only thought that occurs to me on it, 
and I think I can, perhaps, better state it than ask a question, and 
then, perhaps, you can give me your reaction to it. 

It would seem to me that about everything you did on the 104F, 
for example, was done in the hope of securing a Government contract 
to build such an airplane, and that you did it, because it is an air- 
plane that would be useful for governmental needs. When you bar- 
gained for the contract, that was a part of the consideration either 
openly or tacitly. The Government paid you in dollars for your 
previous work when it signed the contract. 

Mr. Monesmirnu. That is not what the contract says, and the con- 
tract did not buy this. 

Mr. Wooprurr. That is not what the contract says. 

Neither did we develop all these things specifically for the 104. 

We have been working throughout our existence to build better 
airplanes, faster airplanes, and, in general, research programs and 
in connection with building different airplanes, and it was this ac- 
cumulated store of knowledge that went into the 104, augmented 
by some work specifically directed toward the 104. That specific 
work for the 104 you probably acquired because it was part of the 
work to build the 104. 

Senator Lone. Yes. 

Well, I understand this, and all I was attempting to develop with 
you was a point of view rather than a fact. My reaction as a civilian 
and a taxpayer, is that I would like my lawyer, in negotiating a 
contract, to put in such a provision. Maybe you would not sign the 
contract, but I guess if I were paying $400 million, perhaps you 
would sign it. 

Mr. Monrsmiru. The reverse of this is where the Government 
buys a commercial plane from us and the commercial customers do 
not come back and ask the Government to absorb the costs that they 
have put into the airplane. They get the airplanes just like any 
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other commercial customer, right off the line, depending upon what 
they put in. 

Senator Lone. Of course, my thought about it is that the commer- 
cial customer and the Government customer, in the long run, is the 
same fellow. It is the taxpayer who is paying the bill which is, in- 
cidentally, just the same as you. 

% en we have developed the point I had in mind sufficiently 
clearly. 

Mr. Gorvon. If the U.S. Government during the contract stage had 
asked for the right to give this information developed at Government 
expense to the NATO governments, that is, if the Government had 
asked for all foreign rights, would you have refused the contract? 

Mr. Monxsmirn. No. We would probably negotiate a different 
contract than we did. 

Mr. Gorpon. You mean you would have raised the price? 

Mr. Monesmitu. Yes. 

Mr. Gorvon. If the Government had taken title to the 104 airplane 
originally, how would it have affected the F-104G transaction ? 

Mr. Monesmitrn. Well, the Government did take title to the 104 


ney 
r. Gorpon. I mean patent rights and foreign rights. In other 
words, if it got all the rights of the 104, what would you have done? 

Mr. Monesmiru. It would not have changed the know-how aspect 
ot it. You right now have the rights to the patents on a nonexclusive 

asis. 

Mr. Gorpon. I am talking about commercial rights. Patent rights 
include commercial rights and foreign rights. I mean all rights. 
If the Government had taken title to this, how would it have affected 
this F-104G ? 

Mr. Wooprurr. We pointed out in our statement that the payment 
is specified by our agreement to be for things in which the Gover- 
ment has no rights. 

Mr. Monesmitn. Let me qualify this. The Germans are paying for 
development costs that the Air Force never paid for or the USS. 
Government, and the Germans have the right in those things, and 
our Government does not have the rights in those things, and what 
he is saying here, paying for the development costs, they are spending 
their money for. 

Mr. Gorpon. But the 104G was really a further development of the 
104, was it not? 

Mr. Monesmirn. Right. 

Mr. Gorpvon. Now, if the Government owned all rights to the 104, 
cooenis they be able to share in all the profits that you get on the 
104G ? 

Mr. Monesmitn. If they had asked for all the rights, to begin with, 
we would have negotiated a different kind of contract, with sdditionsl 


costs in it, and the answer to your question is yes, you would have 
had the rights. 

Mr. Kerser. If they had bought the know-how. 

Mr. Gorpvon. What if something results from R. & D. contractors 
had not called for. Do you have to inform the Government of that? 

Mr. Wooprurr. We do. 

Mr. Monesmirnu. Yes, sir. 
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Mr. Gorvon. Is it in the contract that anything you develop—— 

Mr. Monesmitu. They get complete—— 

Mr. Wooprurr. Anything first conceived or reduced to practice 
in the performance of the contract. It does not say it has to be 
related to the particular item. 

Mr. Gorvon. All byproducts, even if used in some other industry 
would have to be 

Mr. Monesmitru. That is quite well documented in the test reports 
and the data we furnished to the Government. 

Mr. Gorvon. You have been assuming that the Government does 
not have a need for rights. You say, well—the Government gets 
all it needs. 

Now, perhaps the Government, if it had the rights on the 104, even 
though you might have charged the Government more money, could 
well have recouped the expense on the 104G by sharing in the profits. 

Mr. Wooprvurr. If the Government wants to go into the airplane 
business that way, it can do it. But it would be spending money to 
acquire these rights, and in effect, taking its chances as to whether 
there later on would be a sale of the airplane to someone else. We 
think that is more the airplane business than Government. business. 

Mr. Gorvon. Did you have a cost-plus-fixed-fee contract to develop 
the F104? 

Mr. Monesmitu. No; only on the original prototypes. The rest 
of it was fixed-price redeterminable, 

Mr. Gorpon. I am talking about the development, not the 
production. 

Mr. Wooprurr. The development contract ? 

Mr. Gorpon. Development contract. You had a cost-plus fixed 
fee? 

Mr. MonresmirH. On the original prototype. 

Whatever development was done on production and on the hardware 
in connection with delivering the hardware was done on a fixed-price 
redeterminable. 

Mr. Gorpon. Where would you have added in this particular fee 
that you talk about? Certainly it could not be added to the cost. 

Would it be added into the plus part ? 

Mr. MonesmirH. Well, there would be an article in the contract 
specifying what rights you wanted, and you would pay for those 
rights under that article. 

r. Wooprurr. In the pricing of the contract it reflects all of the 
things furnished to you or sold to you in the contract. 

If we, in addition to what we have sold you customarily, also sold 
you patent rights, that would be reflected in the price. 

r. Monesmiru. Mr. Gordon, let me explain that for every custo- 
mer we sell this airplane we lose three, I mean, we do not make all the 
sales that we go after, and no one else does either; and from this 
standpoint there is a risk involved in going out and trying to sell 
these things. 

We invest quite a bit of money, and the Government. normally—— 

Mr. Gorvon. Are you talking about the F-104 now? 

Mr. Monesmiru. The F-104 or any airplane you are trying to sell, 
whether it be the Government or a commercial airplane, the Govern- 
ment normally does not go out to try to do that sort of thing. They 
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do not go out and try to beat the bushes down, and try to sell an air- 
plane. When they buy an airplane, they want it for specific use of 
the U.S. Government, they are not particularly interested beyond use 
of that. 

Mr. Gorpon. I am not sure of that either. We are also interested 
in other things. 

Mr. Monesmiru. Well, I am telling you what has been going on in 
the past ; that normally they do not go out and press a manufacturer’s 
article to be sold around the world. This has just not been done, and 
normally they do not take that into consideration, and they do not. 
think they should pay for these. 

Mr. Wooprurr. We took a risk on that original F-104 develop- 
ment contract, in that we did not know that that airplane would a 
bought for production purposes; yet we devoted a large segment of 
our engineering capabilities for a considerable period of time to it in 
anticipation and in the hope we would get the production. But there 
was no certainty that we would. We might; we risked doing it there 
when we could have used those capabilities in other directions. 

Senator Lone. The Government is so much in the habit of giving 
everything away these days that I cannot complain too much about 
the Government not getting some consideration on this contract. 

But I did want to ask this: Your statement on page 4 (see p. 159) 
says: 

In its license agreement with the German Government, Lockheed grants it 
the right to manufacture this new model airplane in Germany. 

Is there any consideration for that? 

Mr. Monesmiru. Only as part of just the royalty fees involved in 
the aircraft, sir. 

Senator Lone. What is it? 

Mr. Monesmirn. $15,000 an airplane produced, and for that they 
receive—we have to keep a staff of engineers to keep the airplane— 
all the changes going in. 

Senator Lone. Do they pay you that in addition to the 

Mr. Monesmirn. In sAdition. 

Senator Lone. Does that include in that $15,000 keeping, main- 
aot the people over there or do they pay that in addition to the 

15,000 ? 

Mr. Monesmiru. For that $15,000, we maintain a staff of engineers, 
inspectors, people there without them paying anything additional, 
up to a certain point. Anything beyond that point they have to pay 
for additionally But there is an adequate number of administrative 
people and technical people who are there for that. 

In addition to that, there are some other things. We provide 
space—— 

Senator Lone. Can you break that down’ You pay up to a 
certain point. How many planes do you estimate they are going 
to build? Do you have any understanding about that? 

Mr. Monesmitu. I am sorry, sir. I would rather not say that; 
it is involved in the defense of the German Government. I can tell 
you personally. 

Senator Lone. Suppose we try to get it, or try to get at it this 
way. I do not want to know it personally, but I want it for the 
record, the information I have in mind. 
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What percent of that, out of that $15,000, how much of that goes 
to your expense of maintaining these employees, and how much of 
it is a pure license fee for the use of patents and know-how? 

Mr. MonesmitrH. Well, I would guess that approximately one- 
third of it—we are taking a certain amount of risk in that because 
we have to keep a staff of engineers at home, keeping this thing up 
to date, and taking care of changes as long as they are in production 
in Europe, and we have to keep the staff in Europe, and this may 
vary from time to time, but I would guess when it is all over with, 
perhaps, one-third of the $15,000 wale be straight—— 

Senator Lone. One-third would be the cost of the personnel? 

Mr. Monesmitu. ‘Two-thirds would be the cost of personnel. 

Senator Lone. One-third, or about $5,000 of that $15,000, you 
think would be the fee for license? 

Mr. Mongesmiru. That is it, roughly. 

Senator Lone. Know-how; and that type thing, proprietary 
rights, that you presently possess on that aircraft? 

r. MonesmitH. That is it. 

Senator Lone. As a legal matter, you did not have to sell that 
to Germany at all, did you? 

Mr. MonesmitrH. No, sir. 

Senator Lone. And you could have charged anything you wanted 
to, or not sold it at all. If you had the freedom to sell or not to 
sell, you could have charged any price you wanted for it. 

Mr. Kerser. We could have charged it, but not have gotten it. 
That was a negotiation. 

Senator Lone. I say, to sell or not to sell, if you have the option 
to sell or not to sell, you can fix the price, but you can demand a 
price without which there would be no contract, can you not? 

Mr. Wooprurr. Sure. 

Mr. MonesmirH. Are you talking about the contract originally 
with the U.S. Government ? 

Senator Lone. No, I am talking about this contract with Germany. 
You did not have to sign it. You are selling them certain proprie- 
tary rights as part of the contract. You did not have to sell those 
rights, did you? You can fix the price at whatever price you want 
to fix, and either get it or not get it, put it on a take it or leave it 
basis if you wanted to. 

Mr. Monesmiru. That is right. 

Senator Lone. So that the fee did not have to be $5,000. It 
could have been $50,000 or no sale, one way or the other. 

Mr. Monesmiru. What you try to do, sir, is that you have got— 
this takes pretty high class people to do this kind of work, and you are 
in business to make money, and if these people from the standpoint 
of these people being tied up in this project for 3, 4, or 5 years, the 
project ends in 1966, and they have got to give all the data back to 
us, you see, but we want to make some money, these people could be 
doing something else, you see, which could be profitable we hope—— 

Mr. Kerser. More profitable, possibly. 

Senator Long. Those are all the questions I have. 

Mr. Gorpon. Mr. Monesmith—— 

Mr. Monesmirn. Yes, sir. 


49646—60——11 
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Mr. Gorvon (continuing). What percentage of total airplane sales 
are made to the Government ? 

Mr. Monesmiru. 55 percent is commercial, 45 percent is military 
in 1959, in my California division. 

Mr. Gorpon. 55 percent commercial and 45 percent Government? 

How does that compare, say with 1942-1943? You can select any 
date you wish. 

Mr. Monesmiru. Well, during the war years we were prevented 
from doing commercial business, obviously, and it was all military. 
But we started right after the war; we were fairly high on commercial. 
We were building primarily Constellations, and we did have other 
Government business, and I cannot accurately tell you what it is, 
but it was a higher percentage commercial than it was military. 

I could get these figures for you if you are interested, but I do not 
recall. But in the last 3 years it has run roughly, last year it was 
about, well, it was 55 percent this year; it was around 48 percent last 
year, and about 38 percent the year before on the commercial side. 

nt Gorpon. Can you give us the value of your net worth at this 
time 

Mr. Monesmritu. I do not exactly remember. I think it is in the 
Bo ine of $128 million. 

r. Gorpon. $128 million. How does that campare, say, with 1941 
or say 15 years ago? Pick any date for which you have the figures. 

Mr. Monesmirtu. I do not have the figures in my mind. I could get 
that for you though. 

Mr. Gorpon. Could you supply it for the record? ™ 

Mr. Monesmiru. Yes. 

Mr. Gorpon. In your statement you refer to certain material which 
the U.S. Government has no right to get, no right to see, no right to 
use. What kind of material is this? 

Mr. Wooprurr. There we were in the statement talking about the 
development work for the German Government, which the Govern- 
ment of Germany, the German Government, is paying for, and which 
will belong to us, but be licensed to the German Government. 

We did make the further point that all this development will be 
available to the U.S. Government without additional development 
cost. 

Mr. Gorpon. You do not say that. Yousay 

Mr. MonesmiruH. Let me explain that, sir. 

We do not sell our techniques on planning paper, tool design paper. 
We sell the design, but not some of the background material. 

The way we handle our procedures within the company, that is not 
bought by the U.S. Government when they buy an airplane. That 
is one of the ways of doing business we have developed over the years 

Those things normally, if somebody else manufactures the airplane 
they have to have some of this stuff, they have to have most of it, 
if they can start from scratch on a total airplane. 





11 Information subsequently supplied by Mr. Monesmith, in a letter to Mr. Gordon, dated 
Dec. 21, 1959: 

‘During your interrogation as committee counsel, you asked the amount of Lockheed’s 
present net worth and a comparison with 10 and 15 years ago. At the end of 1958 the net 
worth of Lockheel Aircraft Corp. was $136.6 million. It was $46.5 million at the end 
of 1949 and $34.6 million at the end of 1944. During the period from 1949 through 1958, 
net worth was increased about $15 million through the sale of capital stock and conversion 
of subordinated debentures.” (See exhibit IV, p. 138, for letter.) 











PATENT POLICIES OF THE FEDERAL GOVERNMENT—1959 155 


Now, if they are just building a part, naturally, they only need the 
drawings and the erection and maintenance. But those are the types 
of things that normally the Government does not buy nor do they ask 
to buy. 

aaphened it is a question of what they would do with it if they 
bought it. They do not need it. 

Mr. Wooprurr. They would not need it unless they were going to 
go out and set up a new plant. 

Mr. Gorpon. You stated that 45 percent of the total sales, airplane 
sales, are to the Government. 

Mr. MonesmirH. That is in 1959, in my division. 

Mr. Gorpon. You also state that you would ask for a higher price 
or you would have asked for a higher price if the Government had 
asked for all rights 

Now, suppose the Government says: 

I am not going to give you any more money for this. We are paying for this 
and we feel it is coming to us. 

What alternative would you have had? ‘Would have you said, “We 
won't take it?” 

After all, 45 percent of the total sales to the Government is fairly 
substantial. In 1958 was it also—— 

Mr. Monesmirtu. I think we would sit down and decide whether we 
would pursue this airplane, whether we would spend any additional 
money on it, trying to sell it any place else, because we would get no 
return for it in so doing. 

If we decided that this airplane, which probably we would, was 
strictly for the U.S. Government, and we would build what they asked 
for and no more, no more sales programs anywhere to sell it to any- 
body else, the answer is that we probably would take it. 

Mr. Kerser. We do not think any other. company or any of our 
—— would have given in to you either. 

r. Monesmirn. We would not have tried to expend any addi- 
tional funds to try to sell it to anybody else because there is no re- 
muneration, no way of getting your money back. 

Mr. Wooprurr. It would depend upon the size of the contract and 
the things you are asking us to include. We would have to look at 
all of that. 

Mr. Gorpon. Would you admit there was room for bargaining on 
the part of the Government in this particular case, and it could have 
gotten more than it actually did get ‘ 

Mr. MonesmitnH. It could have if they paid more for it but the 
question is what would they have done with it after they got it. 

Mr. Wooprurr. There is room, and the Air Force and the Navy have 
authority now, if they think it is worthwhile to do it. 

Mr. Gorpon. You asked what can the Government do with it. You 
said the Government is not in the aircraft business, but it certain] 
spends a lot of money on aircraft, and I would say that to a consid- 
ae extent it is in the business, even though it 1s not manufactur- 

it. 

{r. Monesmiru. That is what we mean, in the manufacturing 
business, because these things have to do with producing the airplane, 
not necessarily operating the airplane. 
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Mr. Gorvon. Asa hypothetical example, if it took title to the F-104, 
and if the German Government asked you to produce F-104’s for 
them, you would have had to pay, perhaps, the Government a roy- 
alty or, perhaps, you would have offered to buy the patents. There are 
many things that the Government could have done with these rights. 

You are assuming that the Government would take these rights 
and just put them away in a drawer and forget about it. Perhaps 
it could recoup some of the funds spent on development. 

Mr. Monesmiru. Unless the airplane was ma to somebody else, 
the chances are they would have put it in a drawer. 

Mr. Gorpon. They could do that. 

Mr. Kerser. When we give the Government a nonexclusive right 
we also retain the right. 

Mr. Gorpon. To use it. 

Mr. Kerser. Yes. 

Mr. Wooprurr. We make use of it in other airplanes commercially 

and other airplanes for the Government. 
Mr. Kerser. If the original 104 experimental R. & D. contract for 
two airplanes were carried out, suppose you had paid us for all our 
know-how and after the testing of those two, it is dropped. That 
is why it is not wise to do it on every procurement for you people. 

Senator Lone. I have just one further question and then I am 
through. 

I was looking at the testimony in 1946 of Mr. Irving Steward *** who 
was Deputy Director of the Office of Scientific Research and Devel- 
opment, and I am going to read some sentences from that testimony: 
Members of NDRC decided that some modification was required if research 
and development on weapons of war was to be conducted by the most com- 


petent and experienced organizations in the country with the speed which the 
state of world affairs indicated was essential. 


Further along he says: 


With the adoption of the long form clause NDRC signed a number of contracts 
with industrial organizations which had been hanging fire for several months 
pending agreement upon a mutually satisfactory patent clause. 

What that controversy was, as I understand it, was that the Na- 
tional Defense Research Committee had been seeking to obtain full 
patent rights, that is, exclusive Government rights to the information 
that was developed on these Government contracts, and there were 
a number, and a very considerable number, of business organizations 
which refused, even in wartime, to do research work for the Govern- 
ment unless they could retain private patent rights to these things 
that they develop with Government funds. 

Was Lockheed one of these companies? 

Mr. Wooprurr. I think we were—I do not know whether we were 
involved in that particular investigation or consideration of this 
problem, but we have been represented at various times in the past 
in discussions of this problem because, as the Senator knows, I am 
sure, there have been numerous studies of it, going way back to the 
study in 1926, and the great majority of these studies have resulted 


Ma Hearings before the Special Committee on Atomic Energy, U.S. Senate, 79th Cong., 2d 
oeee on ue a aoke bill for the development and control of atomic energy (pt. 3), Feb. 7, 8, 
,13a ; “ 
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in the recommendation that title to inventions be left in contractors 
and that the Government take only the license. 

Senator Lone. Here was this Mr. Stewart testifying on behalf of 
Dr. Vannevar Bush, who was, as you know, in charge of developing 
atomic energy for this Nation during the war in 1942. That was a 
matter of national survival. 

The chances are if somebody got it first they would have won the 
war. His testimony here was that a great number of American con- 
cerns were unwilling to do scientific and development research on 
atomic energy for the United States even in war times unless they 
could have the benefits of exclusive rights, patent rights, to discoveries 
and inventions, which may have been developed under these contracts, 
and which Dr. Bush, and the Government in general, did not think 
they should grant. 

In other words, I was curious to know if your organization was one 
of those that took that attitude. 

Mr. Wooprurr. We were not involved in the Manhattan Project 
or the Atomic Energy side of the picture in that period of time. 

Senator Lone. Those are all the questions I have in mind, but I 
would like for you to confirm that to me, whether your company did 
decline in wartime to do research unless it could retain patent rights 
on what they discovered under Government-sponsored research. 

Mr. Kerser. You mean in the nuclear field ? 

Mr. Monesmiru. In the field in which Vannevar Bush was involved ? 

Senator Lona. I mean in any field. 

Mr. Wooprurr. I think the answer is we went all out, as we think 
most other industry did but, at the same time, we were trying to con- 
vince the Government that the better policies lay in what are the 
present policies of the Department of Defense. 

Mr. Monesmiru. We never refused to do anything in wartime that 
the Government asked us to do. 

Senator Lone. There is oftentimes room for differences of opinion. 
But my reaction would be that in wartime it would seem to me that 
any concern, particularly as long as they were making a pecs out of 
it, ought to be willing to do whatever was necessary or whatever they 
could do to defend their country. I feel they should, and I did not 
have any impression that your organization failed to do that. 

Mr. Monrsmitu. We never refused to do that, and the amount of 
research and development that was done during the war was practi- 
cally nil, because all our energies were in producing aircraft. 

I should tell you that this patent situation is more important to 
what normally is termed small business than it is probably to some— 
a company that deals primarily in defense work, such as an aircraft 
company, and the reason we could not live as the Lockheed Aircraft 
Co., and I doubt if anybody else could in the aircraft industry, if we 
did not have the support of these small companies—for instance, you 
can see out of 632 affected by these German licenses there are over 
400 of them, over 500, and these people set up these companies on the 
basis of certain skills, techniques, patents, and so forth and so on, 
and we need those articles to build a final article. 

We do not want to get in the business of designing and building 
this stuff, and it is to the advantage of the Government that you 
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pick the best articles to put in the end product, and it is more impor- 
tant to them really than it is to the major manufacturers. 
Senator Lone. All right. Thank you very much, Mr. Monesmith. 
Your prepared statement will be included in the record at this point. 


PREPARED STATEMENT OF BuRT C. MONESMITH VICE PRESIDENT, LOCKHEED AIRCRAFT 
Corp., GENERAL MANAGER, CALIFORNIA DIvIsION 


Mr Chairman and members of the subcommittee my name is Burt C. Mone- 
smith. I am a vice president of Lockheed Aircraft Corp. and general manager 
of its California Division with headquarters in Burbank, Calif. Our company, 
as you undoubtedly know, has been engaged in production of commercial air- 
planes since 1932 and military airplanes since 1938. 

In my official capacity I have had direct and personal knowledge of our con- 
tracts with the U.S. Air Force covering the design, development, and production 
of the F-104 Starfighter—dating back to 1952. And I actually participated in a 
great many of the negotiations and agreements with the Federal Republic of 
Germany during 1958 and 1959 covering its purchase of an all-weather fighter 
based upon the Starfighter concept. 

I believe that therefore I have first-hand knowledge of the matters of concern 
to you in your present investigation. To provide additional detail or clarifica- 
tion, I have brought with me today Mr. Kerber, our corporate contract officer, and 
Mr. Charles D. Woodruff, a member of our legal staff. In the event you need still 
more material, I can assure you that we will obtain or prepare it for you and fur- 
nish it promptly. 

It is our understanding that you are seeking information germane to the ques- 
tion of whether in the financial relationships and results of Lockheed’s contracts 
with West Germany the interests of the U.S. Government are being properly 
served. I most certainly can assure you that we are in full sympathy with the 
objective of your current inquiry. 

And I can tell you sincerely that we believe our agreements with the German 
iss coon Republic are serving the best interests of the U.S. Government and 
people. 

We believe they are in line with America’s enlightened policy of cooperation 
with friendly foreign governments. They conform to our Government’s defense 
goals of improving the ability of these friendly governments to share the burden 
of global defense. They are contributing to the advance of American technology 
and lowering the cost of complete military systems to our own Armed Forces, 
They are generating tax revenues and improving the American balance of trade. 
And they are aiding the American economy by providing upward of $200 million 
to provide some 5,000 jobs in the United States—spread among our own company 
and more than 600 other American companies scattered throughout most of the 
United States that are partners with us in producing this new German plane. 

I can summarize the history of the F-104 Starfighter very quickly. Our own 
design studies began in 1950, and we made our formal proposals to the Air 
Force at about the same time that the appearance of the Russian jet MIG’s in 
the skies over Korea showed the need for a new American fighter with far 
greater performance than any our Nation had available at the time. Further 
design studies and negotiations culminated in March 1953, with the receipt of an 
official go-ahead from the Air Force to develop and flight test two experimental 
prototype F-—104s. 

Contracts with the Air Force, originally calling for 724 planes with a value of 
more than half a billion dollars, were reduced later by cutbacks and terminations. 
Ultimately the U.S. Air Force contracts produced a net total of 296 airplanes in 4 
different configurations. The total value, including spares and related equip- 
ment, is approximately $360 million. 

Three years ago when the German Ministry of Defense began looking for a 
fighter airplane to fulfill its role in the mutual defense efforts of the western 
nations, it closely examined more than a dozen aircraft from the United States, 
Great Britain, and France. It conducted an unprecedented 2-year evaluation of 
several of these, including one French, one British, and at least one other 
American plane besides the F-104. Teams of German pilots and technical 
and manufacturing personnel visited our plants before selecting the F—104-type 
for their principal fighter aircraft. 

Starting in December 1958, we began discussing the configuration and con- 
tractual matters with a German technical team. I want to stress that in these 
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negotiations Lockheed followed the requirements of the U.S. State Department 
regarding licensing of implements of war to foreign governments. Beginning 
in December 1958, we submitted to the State Department copies of major drafts 
of the license agreement. We similarly kept the Department of Defense informed 
of the status of these negotiations. And the final agreement was furnished to 
and approved by the State Department—after consultation with the Depart- 
ment of Defense—in March, 1959. 

The first of our two contracts with the Federal Republic of Germany provides 
that Lockheed will do two things. First, it will perform research and develop- 
ment and flight test for Germany of a new aircraft designated as the model 
683-04-07. For convenient reference this new model aircraft being developed 
under the German contract is identified as the F—-104G. But it will be substan- 
tially different from the F-104 models delivered to the U.S. Air Force. The 
U.S. model was a day superiority fighter. The German is an all-weather 
fighter with fighter-bomber capabilities. Development of this new single-seat 
airplane will require the expenditure of some $35 million by the Germans. 
This $35 million expenditure may be compared with the total development cost 
of $54.5 million paid to us by the U.S. Air Force on its single-seat F-104 models. 

I should like to stress the fact that all of the $35 million development cost 
will be paid by the German Government. Our German contract provides that 
the U.S. Government will not in any event be required to pay any portion of this 
development cost. 

Second, this contract with West Germany provides that Lockheed will manu- 
facture in the United States and deliver to the German Government a substantial 
number of complete airplanes of this new type. 

In its license agreement with the German Government, for a fee Lockheed 
grants it the right to manufacture this new model airplane in Germany. Lock- 
heed also agreed to furnish technical data, manufacturing information or 
know-how, and technical assistance necessary to enable the Germans to man- 
ufacture such aircraft. Lockheed did not sell the data or information as such 
but rather granted the Germans the right to use such information for a limited 
period of time. Upon completion of the license term on June 30, 1966, the 
German Government must return to Lockheed all of the data furnished to it. 

More specifically, Lockheed did not sell to the Germans, nor was any charge 
made to them for: 

1. Technical data in the possession of the U.S. Government or in which the 
U.S. Government has a right to possession and regarding which there is no 
prohibition against use by the U.S. Government and disclosure to others 
(other than reasonable charges for reproduction, handling and mailing, and 
other similar administrative costs). 

2. Royalties or amortization for patents or inventions in which the U.S. 

Government holds a royalty-free license. 
Our license agreement specifically provides that there is no charge for such 
information. And in addition it specifically provides that all rights trans- 
ferred by Lockheed to the Germans are subject to existing rights of the U.S. 
Government. 

An initial fee and royalty payments provided in the license agreement are 
reimbursement to Lockheed for these following materials and services: 

1. The furnishing by Lockheed, and the right of Germany to use, only tech- 
nical data: 

(a) to which the U.S. Government has no possession or right to possession ; 

(b) to which the U.S. Government has no right to use or disclose to others 
for use; 

(c) to which the U.S. Government has no royalty-free license; and 

(d) which is not in the public domain. 

2. Within the framework of item (1) above, the right of Germany to use 
manufacturing techniques, procedures, and methods developed by Lockheed 
over many years of experience in the design and manufacture of aircraft. 

8. The furnishing by Lockheed to Germany of general management advice 
and information relating to the manufacture of a complex, high performance 
aircraft. 

4. The right to use Lockheed’s trade names, trademarks, and other proprie- 
tary designations. 

5. Certain warranties by Lockheed relating to the F—104G. 

6. Patent indemnity to Germany for infringement of German patents in an 
amount up to $1 million. 
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7. The furnishing by Lockheed to Germany of assistance in obtaining mate- 
rials from third parties. 

8. The right to use certain Lockheed inventions in which the U.S. Govern- 
ment has no interest. 

9. The furnishing by Lockheed to Germany of certain technical assistance. 

10. Physical reproduction of the technical data. 

11. Furnishing by Lockheed of office space, equipment, and services for the 
German representatives in Burbank. 

In addition Lockheed undertook to give factory training to unlimited numbers 
of German personnel for another fee. 

Lockheed has not granted any licenses relating to the F-104 to any German 
firm or corporation. We have two agreements with an organization know as 
ARGE-104, which represents the four German firms selected by the German 
Ministry of Defense to manufacture the F-104G. These contracts cover the 
purchase by ARGB on a regular commercial basis of tools, “knock-down” air- 
plane kits, parts, and other equipment that may be required by the manufacturers 
in the inital phases of their program. 

By a separate Government-to-Government transaction, the Federal Republic 
of Germany has purchased from the U.S. Government, with German funds, a 
quantity of U.S. Air Force F—-104F two-place trainers. We are manufacturing 
these airplanes in the United States and delivering them to the U.S. Air Force, 
and in turn the United States is transferring them to the German Government. 
We have not contracted with Germany to grant it any rights in connection with 
this F—-104F airplane, 

I would like to emphasize that the technical assistance, knowledge, and data 
for which Lockheed is to receive payment from the Germans, do not included 
any for which the U.S. Government has paid or to which it has a right to pos- 
session or use. 

Our F-104 contracts with the U.S. Air Force all contain standard patent rights 
elauses which grant to the Government an irrevocable and royalty-free license 
for use throughout the world of inventions, improvements and discoveries con- 
ceived or first reduced to practice under or in anticipation of the Air Force 
contracts. These clauses do, however, leave title to such inventions in the 
contractor. Thus the Government has the rights arising out of performance 
of the contracts which it needs. The contractor remains in a position to use 
its inventions and developments commercially. 

The great importance to the public interest of the safeguarding of contrac- 
tor’s proprietary rights, we believe, has been clearly and strongly established. 
Moreover, in the manufacture of an airplane, large masses of data and infor- 
mation—documents used by the manufacturer and not required by the U.S. 
Government—are necessary to facilitate manufacture of the article. One set 
of this kind of data that we shall supply to Germany will consist of thousands 
of pieces. 

The new airplane that Lockheed is developing at German expense has capa- 
bilities that are broader and in advance of those of the airplanes sold to the 
U.S. Government under contracts we have now completed. The technological 
improvements being incorporated in this model now become available to our 
own Government. And they are available to our own Government without pay- 
ment of development cost. 

The Air Force, too, already is benefiting from the German participation in 
this program. It is paying less for its F—104 spares because of continued pro- 
duction at Lockheed of many items common to both planes. Its costs of term- 
inating the final F—104 production contracts were reduced by about $2.5 million 
by diversion of terminated materials from Air Force contracts to Lockheed 
production of the new German plane. And the German orders have helped to 
keep together the teams of skilled engineers, craftsmen, and administrators 
within our own company and hundreds of other organizations who are thus 
ready at any time to swing into the development or production of new weapons 
for the U.S. Government. 

Advantages to our Government in other ways include upward of $10 million 
Federal taxes that our company and other firms will pay as the result of the 
German program—$200 million worth of business to American industry that will 
improve our balance of trade. Our surveys show that the 632 companies having 
a share in the German F-104G program are located in 27 States—15 of them 
east of the Mississippi. More than 400 of them are small businesses with fewer 
than 500 employees. And the remainder of the larger companies, of course, 
spread their work among many more smaller organizations. 
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But perhaps even more important is the way in which this NATO partnership 
is bolstering our stand against the danger of aggression from the East. These 
planes strengthen German participation in the NATO alliance, reduce the cost 
of American mutual defense aid programs, and lessen the burden upon our own 
armed forces—and American taxpayers. 

In summary, gentlemen, I want to point out that Lockheed and other companies 
in our industry have been working for many years under State and Defense 
Department policies covering the foreign licensing of U.S. military products. 

The ground rules are well understood by the Department of Defense, the 
State Department, other U.S. Government agencies, by the foreign governments, 
and by private industry. We believe they are fair to all parties in this country 
and abroad. We believe they serve the best interests of the U.S. Government and 
protect the legitimate and proprietary rights of private companies. We would 
like to see them continued and believe that no major changes are needed. 

Now, I know that my statement necessarily has been somewhat general and 
perhaps far less detailed than you may wish. With the help of Mr. Kerber and 
Mr. Woodruff, I will do my best to answer any questions you may have. Thank 
you. 

Senator Lone. We will now hear Robert C. Watson, Commissioner 
of Patents. 

Mr. Watson, I am going to instruct the reporter to print your 
statement and the attachments to it following your oral testimony. 

Mr. Warson. Yes, sir. 


STATEMENT OF ROBERT C. WATSON, COMMISSIONER OF PATENTS, 
DEPARTMENT OF COMMERCE, WASHINGTON, D.C. 


Senator Lone. I will ask you to just briefly summarize the state- 
ment that you have here. 

Mr. Watson. I appear here not because I am Commissioner of 
Patents, but by reason of the fact that I am chairman of an inter- 
departmental committee which was established at the request of the 
Administrator of the General Services Administration. 

It includes representatives of the various departments, and it is 
charged with the duty of ascertainmg, if possible, how patent rights 
which eventuate from research contracts financed by the Federal 
Government, may be best divided in the public interest between the 
Government and the contractor. 

That study group, officially designated study group fourteen, met 
upon a number of occasions during the period of the last 2 years. 
It realized from the start that it did not have sufficient information 
upon which to base firm recommendation to the General Services 
Administration. It worked diligently, however, in the effort to devise 
questionnaires to be submitted to industry for the purpose of obtain- 
ing the information. It finally realized as a study group it was 
not able to cope with that situation. Every member was a full-time 
Government employee, busily engaged in necessary work incident 
to his own office, and that it would be necessary for us to have help. 

After considering all the possibilities, and receiving the recom- 
mendations of representatives of the Bureau of the Budget, who are 
concerned with questionnaires issued by governmental sources, it 
was voted unanimously that we should seek the aid of the Patent, 
Trademark, and Copyright Foundation of George Washington 
University. 

The foundation was alerted and considered the proposal. It agreed 
that the purpose of the proposed study was a worthy one and devel- 
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oped a proposal which was submitted to the General Services Ad- 
ministration. 

The General Services Administration has, I believe, agreed to that 
proposal, and I am in hope that the arrangement will be consummated 
today by the exchange of letters between the foundation, which is 
a university organ, and the General Services Administration. 

Pending the report of the foundation, the committee has suspended 
its operation, and will resume its deliberations at the time when it 
has received the report of the foundation. 

Senator Longa. So, in effect, the committee has farmed out this stud-7 
to the foundation ? 

Mr. Watson. That is the present status of affairs. 

Senator Lone. When do you expect that report to be completed # 
Do you have any deadline? 

Mr. Warson. It calls for the work to be done within a year, brt 
we hope very much that it will be done in a considerably shorter 
period of time. 

Senator Lone. It would seem to me that they ought to be able to 
come up some kind of a recommendation in a period of 4 months 
or four and a half, providing there are not too many people working 
on it. 

If you put too many minds to working on it, I can see where by 
multiplying the number of people you would have more possibility 
of disagreement. 

Mr. Watson. Well, they wish to place at the work the best quali- 
fied men whom they have at the university, two professors of eco- 
nomics, and it is contemplated that each shall spend a certain number 
of days a month at this task. They will have a staff. The effort 
could be considerably expedited if more money was available. 

The total sum which is involved is only $28,000, and you can 
readily see that for that sum a limited amount of time is made 
available. 

Senator Lone. Mr. Watson, you would, perhaps, be the best wit- 
ness to answer this question. What is the philosophy or the point of 
view in the patent law, the philosophy in not making it possible for 
a corporation to apply directly for a patent? 

Mr. Watson. You mean, say, that the inventor himself must 
apply for a patent and that application may be made in the name of 
a corporation ? 

Senator Lone. My understanding is that it cannot be a corporation. 

Mr. Warson. That is right. 

The statute has always been that way. The philosophy, I suppose, 
was developed in 1790, when individuals were the sole source of in- 
vention, and there were no corporation research teams such as cur- 
rently are at work. The philosophy has been to emphasize the per- 
son of the inventor for his greater recognition and protection. 

But it is a proper provision of the law, although changing times 
may lead us to make exceptions, such as have been made in certain 
other countries in which it is not rigidly insisted that the inventor 
be the person who makes the application. 

In this country the inventor must make oath that the invention is 
his invention and no other’s, invention being deemed to be a personal 
matter. 
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Senator Lona. Yes. 

I just wondered whether there was some economic or social philos- 
ophy behind the law, perhaps, relating to the thought that maybe 
it was intended to limit it to just the first person who came up with 
the idea. By the nature of things, it could not be a corporation. 
Just what is the rationale behind the law? 

Sometimes we find things in the law and wonder how it got that 
way, and I am curious as to how that one came to be that way. 

Mr. Watson. That has certainly been the way it has been all 
during my professional career. I have heard suggestions that that 
is not the way that it should be in the future, but I would prefer 
to have it that way. We are at present charged by statute with 
the responsibility of giving the patent to the first inventor, which 
is a rather personal thing, and not, as in some foreign countries, to 
the first one to deposit the application in the Patent Office. Proofs 
are adduced to show which of two rival inventors for patent for the 
same invention, was actually the first. 

So it is a personal thing as yet, and if any change is proposed, 
such proposal should be most carefully studied because this proce- 
dure is rather basic with us. 

Senator Lona. Yes. 

Can you tell me briefly what you think this task force, of which 
you are a member, did accomplish during the 3 years it was considering 
these problems ? 

Mr. Warson. That is 2 years, I believe. 

Senator Lone. Two years. 

Mr. Watson. The members of the task force 

Mr. Gorpon. Excuse me. 

As I understand it, this task force was originally set up by a letter 
sent by President Eisenhower to Mr. Floete, Administrator of the Gen- 
eral Services Administration, in September of 1956. 

You say it was established in August of 1957. What happened 
between September 1956, the date of the letter of authorization and 
August 1957, when the task force was set up? 

Mr. Watson. I am not able to answer that question.” 

Senator Lone. During the 2 years that the task force has had this 
problem, did it come to any particular conclusions? 

Mr. Watson. I have outlined already, rather briefly, the conclusion 
of the task force, namely, that while each and every member of that 
force had his own opinions as to the manner in which patent rights 
eventuating from Government-financed research should be divided 
between the contractor and the Government, it was realized that we 
did not have at hand facts upon which to base a firm group conclu- 
sion. I mean facts which could be developed only by investigation 
in the field. 

We realized that the various policies of the several departments and 
agencies of the Government had been in full effect for quite a number 
of years. In order to determine which of those policies had in practice 
worked most satisfactorily in the public interest and which had not 
worked so favorably in the public interest, it was thought to be neces- 
sary to find out what had happened as a result of the practice of those 
several policies in the past. 





12 See exhibit V, p. 165. 
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For instance, the policy adopted by the Department of Defense has 
resulted in patents covering inventions developed during Govern- 
ment-financed research to become the possession of individuals and 
corporations, in large number. 

The oe was, what had happened as a result of the pursuit of 
that policy for so long a period of time. 

Had those patents been used as patents are supposed to be used ? 
Had they been laid on the shelf? What had happened to them ? 

The Department of Defense, I assume, would know in some instances 
what had happened and particularly with respect to the more spec- 
tacular inventions. In the main, however, such information can only 
be obtained from the recipients of such patents. 

But we actually had no information which was indicative to us 
that that policy was a good one or a bad one. 

Of course, the patent is supposed to advance the arts. The arts 
are advanced when the public receives the subject matter of the patent 
in a usable form, and we did not know, in our considerations, whether 
or not the public had been the recipient of the benefits of the inven- 
tions covered by the patents. I doubt that there is any agency of 
Government or any statistical organization which has that infor- 
mation; at least we could not obtain that information from any 
other source. 

Senator Lone. Let me ask you this question, sir: Who supports 
the George Washington Patent Foundation? Where do its funds 
come from ? 

Mr. Watson. That is supported by funds contributed by many 
persons throughout the country. 

I have furnished to the committee a document, all the documents 
which it needs to evaluate that Foundation, and included in those 
documents is a statement of the funds which have been received from 
the various contributors. * 

I would say that the contributions come from many, many sources, 
including members of the patent bar, like myself, who are interested 
in the welfare of the patent system. 

Senator Lone. I had heard a suggestion that a great portion of 
those funds came from the Patent Law Association and persons who 
hold patents. 

Mr. Warson. Well, I would say that in large measures the patent 
bar of the country, as individuals, support it. 

I doubt that you will find in the list of contributors many patent 
law associations, but they support it in principle, if not financially. 

Senator Lone. Do you regard a patent as being a monopoly or a 
monopolistic right ? 

Mr. Watson. The word “monopoly” is used. I avoid its use be- 
cause of the ill fame that some monopolies have acquired. 

I say that it is a document which vests in its ree a right to 
exclude others from the practice of the invention which he himself 
has made for a limited period of time, and if it is ever characterized 
as a monopoly it should never be mentioned as such in the same 


13 See exhibits V p. 165, and VI (A)(B) and (C), beginning p. 170. See also prepared 
statement of Mr. Watson, p. 167. 
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sentence or even in the same paragraph with some of the other things 
which we call monopolies. 

Senator Lone. Well, my thought about the matter is that it is the 
right to a monopoly. Monopoly would be oneness or singleness. Of 
course, it might sound better to say it is a right to the exclusive use of 
an idea. 

Mr. Watson. Yes. 

Senator Lone. Or adevice. But—— 

Mr. Watson. It is a piece of personal property, Senator. You 
have a monopoly on your necktie, and your coat and all of your 
personal possessions, and that is the kind of a monopoly a patent is. 

Senator Lone. It is a legalized monopoly that is given as a matter 
of public policy. 

Mr. Watson. Yes. 

Senator Lone. And it is a carefully considered monopoly, granting 
it for a particular purpose. A person has a monopoly if he owns his 
own home. He has a monopoly to that. 

Mr. Watson. That is right. 

Senator Lone. But a monopoly is not always as evil as some people 
seem to think. There is very little doubt in my mind that even by 
definition there is a monopolistic aspect to a patent. A man could 
farm it out if it does have that effect. 

Thank you very much, Mr. Watson. 

Mr. Gorpon. Mr. Watson, could you find out and submit for the 
record what happened between the 11 months of the President’s letter 
in September 1956, and August 1957 when your task force was ac- 
tually setup? Can yousubmit a statement ? 

Mr. Watson. I can make a request, but the information was not 
made available to me or my committee. The Administrator of the 
General Services Administration may have the answer and all I could 
do would be to say that the committee is interested and desires to 
obtain that information and to ask him to supply it, which I will do. 

(In response to a question asked by Mr. Gorden concerning the 
establishment of the Study Group of Government patent policy, the 
attached documents were subsequently supplied by Mr. Watson :) 


Exuisir V 


GENERAL SERVICES ADMINISTRATION, 
FEDERAL SUPPLY SERVICE, 


Washington, D.C., December 18, 1959. 
Hon. Rosert C. Watson, 


Commissioner, U.S. Patent Office, 
Washington, D.C. 


Deak Mr. Watson: In accordance with our telephone conversation of De- 
cember 14, there is atached a résumé of the developments between referral to 
the General Services Administration, by the White House, of the Attorney 
General’s report of November 1956 and formulation of Study Group No. 14 on 
Patent Policy on August 5, 1957. 

6 * J a = oe s 
Sincerely yours, 
CHARLES W. GASQUE, Jr., 
Assistant Commissioner for Procurement Policy. 
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RESUME OF THE DEVELOPMENTS BETWEEN REFERRAL TO THE GENERAL SERVICES ADMIN- 
ISTRATION, BY THE WHITE HOUSE, OF THE ATTORNEY GENERAL’S REPORT OF NOVEM- 
BER 1956 AND FORMULATION OF STUDY GROUP NO. 14 ON PATENT POLICY ON AU: 
GUST 5, 1957 


In September 1956 the President asked the Administrator of General Services 
to undertake, in cooperation with the principal procurement agencies, a compre- 
hensive review of procurement policies and procedures. An interagency Task 
Force was established in October 1956 to facilitate this review. 

The patent policy problems of research and development contracts were in- 
cluded in a November 1956 report of the Attorney General, prepared pursuant 
to the requirements of section 708(e) of the Defense Production Act of 1950, 
as amended. The report was referred by the White House to GSA in December 
1956 for consideration. 

The responsibility of the Task Force for review of patent policy problems was 
subsequently clarified by letter of April 4, 1957, from the Assistant to the Presi- 
dent to the Administrator of General Services. 

The Task Force then commenced the organization of a Study Group composed 
of representatives of various departments. The designations were completed 
and the Study Group was fully organized by August 5, 1957, under the chairman- 
ship of Robert C. Watson. 

Mr. Ansperry. Mr. Watson, it has been suggested here by another 
witness that a patent is a matter of constitutional right or, perhaps, 
in someone’s testimony a constitutional privilege. 

Of course, we know that patents are mentioned in Article I, section 
8 of the Constitution which confers upon Congress the power to 
establish patents and copyrights. 

Do you regard a patent as a matter of constitutional right or 
privilege? 

Mr. Wasson: As a matter of constitutional right or privilege? 

Mr. AnsBerry. Yes. 

Mr. Watson. You mean drawing a distinction between a right and 
a oe 

. AnsBERRY. Either/or. 

Mr. Watson. I would say it is a matter of constitutional right. 
We have no right whatsoever to refuse a patent to a person who has 
made an invention and complies with the requirements of the law. 

Mr. Ansperry. Wouldn’t you say it is a matter of statutory right 
under the statutes which establish the means of obtaining a patent, 
rather than a matter of constitutional right, such as the right to—— 

Mr. Watson. Oh, yes. The Congress has the whole patent system 
in its hands. 

Mr. Ansperry. It would not have to establish any particular 
patent system. 

Mr. Watson. And you, for instance, mane withhold our appro- 
priations, and the Patent Office, which is the heart of the system, 
would die, and thesystem would die. Isthat what you mean? 

Senator Lone. No. I will ask you a question along the line of 
the matter that came up yesterday. 

The Constitution says that Congress shall have the power to grant 
patents. 

Con exercised that power by passing a statute—— 

Mr. Watson. That is right. 

Senator Lone. (continuing). Which conferred a right upon a 


person to get a patent. 
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Now, Congress could have done it in any one of many ways. Every 
time some fellow thought he was entitled to a patent, we could pass 
an Act of Congress and give him one. 

If we passed an act which conferred a right upon any individual 
who was the first man to think of the idea, to apply and receive a 

atent for it, it is my conclusion that the right that the individual 
aa is a statutory right because it results from the act of Congress. 

Congress has the power to pass the act and did, but the right comes 
from the statute rather than from the Constitution. 

The Constitution gave Congress the power to grant him a patent, 
and Congress passed an act which conferred the right. 

Mr. Watson. I see for the first time just exactly what you mean, 
and that is perfectly true. 

Now, the Constitution gave to Congress the right to enact a patent 
law if it so choose. The first one was passed at the request of our 
first President, George Washington, and he sent a regular message 
to Congress recommending to the Congress that the Congress pass 
a Patent Act, and it did. 

But if the Congress had not agreed with the President, it would 
not have passed the act, and we would have had no patent law. 

Senator Lone. Well, a nonlawyer attempted to instruct some of 
us in law yesterday, and I did not agree with his conclusion about the 
law. 

Thank you very much, sir, Mr. Watson. 

Mr. Watson. Thank you. 

(The prepared statement of Mr. Watson, together with the attach- 
ments follow :) 


PREPARED STATEMENT OF ROBERT C. WATSON, COMMISSIONER OF PATENTS, TO THE 
SUBCOMMITTEE ON MONOPOLY OF THE SENATE SMALL BUSINESS COMMITTEE, ATA 
HEARING HELD DECEMBER 9, 1959, COMMENTING UPON THE STUDY OF THE PATENT 
PoLicies OF AGENCIES OF THE FEDERAL GOVERNMENT MADE By Stupy Group 14 


This subcommittee has invited me to present to it a statement setting forth 
the conclusions reached by an interdepartmental committee or study group to 
which has been assigned the duty of conducting a study of the practices of Federal 
agencies in dividing patent rights between research and development contractors 
and those agencies, where the research has been financed by the Government. 
The work of this study group has not been concluded and no final report can 
therefore be presented. It is possible, however, to briefly review the work which 
it has done so far and report any tentative conclusions which it has reached. 

The committee, or study group, hereafter called the Study Group, was estab- 
lished in August 1957, upon the request of Mr. Franklin G. Floete, Administrator, 
General Services Administration. In the letter transmitted by the Administrator 
the scope of the study to be conducted was set forth in the following terms: 

“The mission of this study group will be a reevaluation of existing practices 
governing the division of patent rights between research and development 
contractors and the Government, under research financed by the Government, 
in order to assure that such division is in the public interest.” 

It was also pointed out in this letter that, in general, the Government’s patent 
pelicy as presently followed results in the Government obtaining a nonexclusive, 
royalty-free license to use any patentable inventions arising out of Government- 
financed research and development work performed by contractors, the con- 
tractor obtaining title to patent rights on inventions conceived in the course of 
performance of the work under the contract. 

Attention of the Study Group was also directed to the November 9, 1956, 
report of the Attorney General which, it was explained, points to the need for 
greater participation of small business concerns in Government-sponsored 








168 PATENT POLICIES OF THE FEDERAL GOVERNMENT—1959 


research and development. The attention of the Study Group was also directed 
to the Final Report of the Select Committee on Small Business of the House of 
Representatives, 84th Congress, House Resolution 114, House Report No. 2970, 
and to other expressions of opinion. 

The members of the study group initially appointed were John C. Green, 

t of Commerce; Ray M. Harris, Department of Defense; Dan LE. 
Weatherly, Jr., Department of the Navy; William G. Colman, National Science 
Foundation; Julius Renninger, Department of Justice; Eugene J. Davidson, 
Small Business Administration; and Robert C. Watson, Patent Office. Sub- 
sequently representatives of other agencies were added to the group, as will 
later appear. 

An initial move was to contact each agency of Government which employed 
non-Government organizations to conduct research on its behalf, financed by 
Government funds, in order to ascertain the nature of the policy which was pur- 
sued by that agency in negotiating research and development contracts, particu- 
larly its policy with respect to inventions which might be made during the 
course of the research work. 

Replies were received from all of the agencies addressed and, in rough 
summary, the policies pursued by these agencies with respect to inventions 
and patents are set forth in the attached memorandum designated “Exhibit A”. 
(See p. 170.) 

This memorandum was prepared in the fall of 1957 and does not reflect 
changes in agency policy which may have been made since then. Those agencies 
which then required that the contractor transfer to the United States title to 
inventions made during the course of Government-financed research were found 
to be Department of Agriculture, Atomic Energy Commission, Department of 
the Interior, Maritime Administration. 

Those agencies which left title in the contractor and required a license to be 
transferred to the Government were as follows: Civil Aeronautics Adminis- 
tration, Department of Defense, General Services Administration, National 
Science Foundation, Post Office, Bureau of Standards, Weather Bureau. 

Agencies which were found to have policies differing from the policies of 
those above listed were Department of Health, Education, and Welfare, which 
required results of research to be made freely available by dedication; the 
Veterans’ Administration, which had a flexible policy resulting in transfer of 
title to the contractor or to the United States; and Housing and Home 
Finance Agency, with variable arrangements. 

After this information had been collected, the study group determined that, 
as a matter of policy to guide its future deliberations, it should ascertain, 
insofar as it was capable of ascertaining, which of the policies pursued by 
the various agencies had, over the past years during which those policies had 
been followed, been productive of the most satisfactory results insofar as the 
interests of the public were concerned. Its views were briefly set down as 
follows : 

“It has been agreed, in order to place the study group in position to intel- 
ligently make recommendations looking toward the future, that it should 
ascertain to the fullest extent possible whether the practices of disposing of pat- 
ent rights falling within this category by the agencies which have been dispos- 
ing of such patent rights over the past few years, has been or has not been in 
the public interest. In other words, certain agencies have been following 
heretofore a practice which has resulted in the transfer of title to many 
inventions and patents to the contractor, with license rights reserved to the 
Government, and other agencies have required title to inventions and patents 
eventuating from Government-financed research to remain in the Government. 
The question is: Which practice heretofore followed has actually been most 
effective in promoting the public interest?” 

The study group thus determined that it would be necessary to ascertain, 
in some manner, facts tending to show the actual effects on the economy of the 
Nation realized by the past pursuit of the varying policies to which reference 
has been made. It was determined that authentic information should be 
obtained directly from industrial and research organizations which had received 
R. & D. contracts from Government agencies, and particularly from the recip- 
ients of title to patents covering inventions developed during such research. 
The contracting officers of the several agencies were to be consulted, and 
possibly others. Questionnaires were prepared, the intent being to distribute 
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these to industrial organizations, to be filled in by representatives of those 
organizations and returned to the study group for consideration and analysis. 
It was also believed to be essential by the study group to obtain information 
by personal visit and interviews. 

It finally became clear, however, to all members of the study group that it 
would be necessary to obtain the assistance of some outside group or organiza- 
tion in order to accomplish in a businesslike and effective manner the distribu- 
tion of the questionnaires, the development of facts by personal visit, and the 
eareful analysis and evaluation of the facts which were obtained by these means. 
This was because each of the members of the study group was fully employed in 
performing other required duties, the group had no staff and funds to support 
one were not available. Consideration was given to the possibility of securing 
funds from some governmental source, with the approval of the Bureau of the 
Budget, for the employment of an outside organization capable of performing 
the investigative functions thought to be necessary. Representatives of the 
Bureau of the Budget were consulted and gave their advice, which advice was 
in confirmation of the views of the study group with respect to the need to 
employ outside help. 

It was ultimately determined, however, by the unanimous vote of the members 
of the study group, that the Patent, Trademark, & Copyright Foundation of the 
George Washington University should be consulted to determined whether 
or not that foundation was equipped to conduct a research study of the type 
deemed to be necessary. Meetings with the president of the University, who is 
also the director of the foundation, were arranged, and the subject discussed 
at length. The University authorities agreed that such a study would be 
an appropriate one for the foundation to undertake, provided that it could 
publish the results when the study had been concluded. A definite proposal 
was drawn up by officials of the foundation and presented to the study group 
for consideration. The proposal was approved by the study group and it was 
recommended that the representatives on the study group of the General 
Services Administration draft a letter of acceptance to be transmitted by 
General Services Administration to the foundation, a contractual relationship 
to thus be established. This was done and a definite agreement between 
General Services Administration and the foundation is in this manner being 
established. A copy of the proposal forwarded by the foundation to GSA is 
attached, marked “Exhibit B.” (Seep. 172.) 

The work of the foundation in conducting the study is to commence promptly 
and it is hoped that it will be concluded with the least possible delay. The 
extent of the investigation to be conducted is of course limited, funds not 
being available for a more comprehensive study, but it is hoped that, as a 
result of the work which will be done under the authorization from General 
Services Administration much significant information will be obtained and 
extent of any necessary additional study made clear. 

As previously explained, the membership of the study group was augmented 
during the progress of its work and final meetings were attended by repre- 
sentatives of the following agencies: John C, Green, Department of Commerce; 
Howard C. H. Williamson (succeeding Ray M. Harris), Department of Defense ; 
Dan EB. Weatherly, Jr., Department of the Navy; William G. Colman, National 
Science Foundation; William J. Lamont (substituting for Julius Renninger, 
deceased), Department of Justice; Eugene J. Davidson, Small Business Ad- 
ministration; Roland A. Anderson, Atomic Energy Commission; Ralph P. Dunn, 
Department of the Air Force; T. Hayward Brown, Department of Justice; 
Capt. Robert A. Fitch (succeeded Captain Robillard, retired), Office of Naval 
Research; Edward J. Rourke, Department of Health, Education, and Welfare; 
Gerald D. O’Brien, National Aeronautics and Space Administration. Observers: 
George G. Mullins, Bureau of the Budget; Messrs. Paul Barron and Phil W. 
Jordan, General Services Administration. 

The study group is still of the opinion that the mission which it is charged 
to accomplish, i.e., the reevaluation of existing practices governing the division 
of patent rights between research and development contractors and the Gov- 
ernment, can best be accomplished by determining how the pursuit in the past 
of their several policies, by the various agencies of Government, has resulted. 
When the findings of the Patent, Trademark & Copyright Foundation have been 
submitted, they will be promptly given the most careful consideration and such 
recommendations as would then appear to be appropriate will be transmitted to 
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the General Services Administration. Until that time the study group cannot go 
further in advising the Administration. 
(Following are exhibits accompanying Mr. Watson’s statement. ) 


Exuisir VI (A) 


Memo re patent policy—Government agencies 


Subject : Patent policy—Government agencies. 


Responses to Commissioner Watson’s letters of August 22, 1957, and Sep- 
tember 19, 1957, and other oral requests for information concerning Govern- 
ment agency patent policy have been received up to this time, as follows: 


COMMENTS OF AGENCY 


Agriculture, Department of 

Patentable results of research to be made available to the public through dedi- 
cation, assignment to the Secretary, publication, or such other means as the 
contracting officer shall determine. Titles to inventions vested in U.S. Gov- 
ernment; nearly all patents assigned to Secretary of Agriculture. 
Atomic Energy Commission 

Basic provisions in atomic energy research and development contracts per- 
mit Commission to acquire the rights and interests in all inventions made 
under the terms of a research contract. Details set forth in chapter 9113 of 
AEC Manual. 
Census, Bureau of the 

No present policy; only recently authorized to enter into research contracts. 


Civil Aeronautics Administration 

Uses patent-rights clause specified in section 9-107(c) of Armed Services 
Procurement Regulations; CAA Technical Development Center uses a special 
clause under which the contractor agrees to give a nonexclusive irrevocable 
license to use any invention resulting from the development work performed 
under the contract. 
Coast and Geodetic Survey 

No development contracts (Commissioner Watson’s note to file, Aug. 27, 1957). 
Defense, Department of 

Requires, generally, royalty-free license to Government; contractor retains 
title to patent and right to collect royalties on commercial production. 
Federal Communications Commission 

No contracts. 


Federal Power Commission 
No contracts. 


General Services Administration 


Letter August 5, 1957, from Mr. Franklin G. Floete, relative to organi- 
zation of a Government contract patent policy study group, notes present 
policy as being “in general * * * the Government getting a nonexclusive roy- 
alty-free license to use any patentable invention arising out of Government- 
financed research and development work performed by contractors and the 
contractor obtaining ownership of patent rights on any invention conceived in 
the course of performance of the work under the contract.” 


Government Printing Office 
No contracts. 


Health, Education, and Welfare, Department of 


Results of research, in general, to be made freely available to Government, 
to science, industry, and the general public. 
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Housing and Home Finance Agency 

Letter October 1, 1957, acknowledges request for report, and indicates state- 
ment will be submitted. Report received December 27, 1957, (See p. 4.) 
Interior, Department of the 

Assignment to Government required, but if not secured then cooperative 
agreement (1) provides for license to Government and (2) an undertaking to 
make the invention available to the public through nonexclusive, nondiscrimi- 
natory licenses at reasonable royalty rates. Further details in letter September 
23, 1957. 
Justice, Department of 

No acknowledgement of request for report dated August 22, 1957. Report 
October 24, 1957 : no present contracts. 
Labor, Department of 

Letter, September 26, 1957, indicates Department has no contracts which might 
give rise to question of patent rights. 
Maritime Administration 

No specific measures for protection of Government’s interest in patent rights 
prior to activities dealing with creation of a nuclear-powered cargo vessel. 
In the field of nuclear applications, protective clauses now used by AEC 
have been incorporated into contracts. General Counsel’s office examines 
each contract relating to research and development and adheres to the general 
policy that the Government should receive full benefit from any patent rights 
stemming directly from research financed by Maritime Administration. 
National Science Foundation 

Domestic rights may be protected by institution doing research work, with 
a royalty-free, nonexclusive license to the Government; NSF reserves right to 
determine disposition of foreign rights 


Post Office Department 

In general, follows patent provisions contained in Armed Services Procure- 
ment Regulations, with certain exceptions. Exceptions specified in letter of 
October 17, 1957. 
Public Roads, Bureau of 

No definite policy with respect to division of patent rights between Government 
and contractor. 
Standards, Bureau of 

NBS obtains an option to purchase a license for inventions made by contractor 
before entering into contract; Government obtains an irrevocable royalty-free 
license on inventions developed under contract; and, an assignment as to those 
inventions for which patent applications are not filed by contractor. 
State, Department of 

No contracts. 
Tennessee Valley Authority 

No outside contracts. Employees do research in fertilizer field. 
Treasury Department 

No contracts. 
Veterans’ Administration 


Contractor decides which of two alternate articles shall be included in re- 
search and development contract. So-called short form calls for outright assign- 
ment to Government; long form provides that Government shall have irrevocable, 
nonexclusive, nontransferable and royalty-free license, with a variety of details. 


Weather Bureau 


No research work involving mechanical devices; existing contracting proce- 
dures stipulate that Government shall have nonexclusive license to manufac- 
ture or cause to be manufactured any invention for its own use. 
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Housing and Home Finance Agency 

Research contracts authorized under several laws administered by Agency; 
generally, results of research are required to be made available to the public 
though dedication, assignment to the Government, etc., but in one instance 
contracts contain no provision for division of patent rights between the public 
and the Government. 

Constituent agencies, FHA, Public Housing Administration, etc., either nego- 
tiate contracts containing no provision for division of patent rights, or have 
no contracts involving research by contractors. 


ExuHIsiT VI (B) 
NovEMBER 23, 1959. 
Mr. FRANKLIN G. FLOETE, 
Administrator, 
General Services Administration, 
Washington, D.C. 

Dear Mr. FLoeTeE: Following discussions of some months, I have been asked 
to submit a proposal under which the George Washington University would 
undertake, through its Patent, Trademark, and Copyright Foundation, to make 
a study on the subject of Federal patent policies in connection with Government- 
financed research and development contracts. 

This study has been recommended by Commissioner Robert C. Watson, of the 
U.S. Patent Office, and by the Interagency Study Group of which he is Chairman. 
As I unerstand it, that study group was established by you as a result of an assign- 
ment by the White House to the Feneral Services Administration for study of the 
November 1956 report of the Attorney General to the President and Congress 
concerning Government contract patent policies. The Attorney General’s report 
dealt with the possible tendency of some of these patent polices to contribute to 
economic concentrations in industry. 

As a result of discussion with Commisioner Watson and members of his study 
group, as representatives of GSA associated with the Interagency Task Force, of 
which the study group is an adjunct, we have developed the attached proposal 
dated August 5, 1959. 

You will note that the research proposal contemplates a study which is 
somewhat broader than the more specific question posed by the Attorney General. 
This was based upon the conclusion of the study group that the narrower 
question should be considered in a somewhat broader perspective, as reflected 
in our research proposal. 

As you know from other studies which have been performed for the Govern- 
ment and for GSA, we do not attempt to spell out every detail in our proposal, and 
we depend, as does the Government, on informal meetings at the inception of and 
during the course of the performance of the research to work out details. 

The Foundation follows the practice of publishing reports of its projects in the 
Foundation’s Journal to which a copyright automatically applies upon publica- 
tion. It is my understanding that you have no objection to our following this 
practice in connection with this study so long as the Government is given, 
without limitation, complete right to publish, have published, or authorize publi- 
cation of this study. Accordingly, the Government’s right so to do is made a part 
of this proposal. 

The university understands that this proposal is subject to the provisions of 
the standard Government contract clauses relating to contingent fees (FPR 1-1. 
503); nondiscrimination in employment (FPR 1-7.001-18) ; examination of 
records. (FPR 1-7.101-10) ; officials not to benefit (FPR 1-7.101-19) ; convict 
labor (FPR 1-—7.101-15) ; and disputes (FPR 1-7.101-12). 

The George Washington University represents that it has not employed or re- 
tained any company or person other than a full time bona fide employee, working 
solely for the George Washington University, to solicit or secure this contract ; 
that it it has not paid or agreed to pay any company or person other than the 
full time bona fide employee, working solely for the George Washington Uni- 
versity, any fee, commission, percentage, or brokerage fee contingent upon or 
resulting from the award of this contract; and agrees to furnish information 
relating to the subject matter as requested by the Government. 

This proposal, including the cost estimate on which the contract price of 
$28,283.50 is based, has been prepared consistent with the university’s standard 
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practices in connection with performance of Government-financed research work. 
It is understood that payments will be made in equal monthly payments as the 
study progresses. 

Very truly yours, 








’ 


President, the George Washington University. 


Aveust 5, 1959. 
RESEARCH PROPOSAL 


Name and address of institution: The Patent, Trademark, and Copyright 
Foundation of the George Washington University, Washington, D.C, 

Name of principal investigator: Dr. Donald Stevenson Watson. 

Title of proposal: Federal patent policies in contracts for research and 
development. 

Description of proposed research. 


THE PROBLEM 


Within the many circles, both public and private, that are concerned with the 
operation of the patent system, there has arisen the question as to whether the 
public interest is best served by the several patent policies now being followed 
by federal agencies contracting for R. & D. 

The foundation has the facilities and the disinterested position to conduct 
research leading to answers to the problem. As the foundation now sees it, 
the problem is to examine the implications of Federal patent policies and to 
evaluate them in the light of a carefully specified concept of the public interest. 

The Patent, Trademark, and Copyright Foundation of the George Washington 
University is the only university organization that is dedicated to a systematic 
empirical study of the role of the American patent system, including trade- 
marks and copyrights. 

The foundation approaches its task of appraising our patent system from 
many directions with a research staff of different skills and interests. The 
staff includes economists, psychologists, lawyers specializing in patent matters 
and other professional people? who participate in the planning and general 
conduct of the foundation’s research. All research plans are formulated in 
conformity with policies agreed upon by the Advisory Council (see pp. 9-10 of 
the bulletin) and subject to the general guidance of the director and the execu- 
tive director. The latter devotes all his time to the work of the foundation 
with the aid of a full-time staff of six (see bulletin) and a varying number of 
part-time student help. As in the case of many other studies for which the 
foundation office serves as a base, the executive director is not only available 
for administrative duties connected with the study but also for guidance and 
advice on the legal aspects. A few members of the research staff not specifi- 
cally connected with the study may be asked occasionally for opinions and 
suggestions on various aspects in which they have special competence. 


THE SETTING OF THE PROBLEM 


The foundation proposes to analyze the problem in the period since 1950. 
The problem must be placed in its larger setting, so that among other things a 
framework for economic analysis can be erected. 

The setting of the problem is the growth of Federal-financed R. & D. This 
is to be analyzed by industry, by product, by agency, and by patent policy. 
This part of the analysis will show what industries and what products have 
been covered by the various patent policies. The material which has already 
been gathered by the Commissioner of Patents as Chairman of the Patent 
Policy Study Group (No. 14) (established in connection with the Interagency 
Procurement Task Force), as well as other Government reports or publications, 
will be fully utilized. 

The study will be limited to certain aspects of three topics: (1) Implications 
of patent policies for contractors, (2) for Government agencies, and (3) for 
the public interest. 


1“The Research Program of the Patent, Trademark, and Copyright Foundation,” the 
Patent, Trademark, and Copyright Journal of Research and Edueation, vol. 1, No. 2, 
December 1957, pp. 175-184. See also art. III of the declaration of trust (copy enclosed). 

*See the Patent, Trademark, and Copyright Foundation, the George Washington Uni- 
versity, “Bulletin 1959-60” (copy enclosed). 
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THE IMPLICATIONS OF THE POLICIES FOR CONTRACTORS 


The Commissioner of Patents and Study Group 14 have developed a question- 
naire whose purpose is to yield data on the effects of the several patent policies 
on contractors. The foundation proposes to utilize the experience of Study 
Group 14 and develop, for this study, a new questionnaire after interviews with 
selected contractors. The new questionnaire, after discussion with designated 
Government representatives, can be sent to a scientifically chosen small sample 
of contractors and, perhaps, others. The information elicited should permit 
provisional answers to questions such as these: How do the different patent 
policies affect incentives of contractors? What has been the flow of commercially 
valuable patented inventions under each of the major policies? What benefits 
have contractors received, and in what ways have the benefits been disseminated 
to other concerns, the Government, the public, etc.? 


THE IMPLICATIONS OF THE POLICIES FOR GOVERNMENT AGENCIES 


This part of the research project will explore the bases and the reasons for the 
different patent policies followed by different agencies. Some of the consequences 
of the policies will also be explored. What uses are made of the patent rights 
held by the Federal Government? 

How do the policies impinge upon the ease and costs of procurement, etc.? 
To the extent feasible this study will develop pertinent factual data and appro- 
priate analyses of such data. 


THE PUBLIC INTEREST 


At this time, the foundation can only sketch the broad outlines of a tentative 
opinion of the relevant concept of the public interest. 

The public interest is many faceted. It can be visualized as a group of ends 
to which patent policies are the means. 

Among the ends are (1) the progress of science and the useful arts; (2) the 
strengthening of the national security; (3) the stimulation of economic growth 
through gains in productivity; and (4) the preservation of a free and healthy 
economic structure. These are among the general goals of government, goals 
whose attainment is affected by patent policy. Besides these, each major Federal 
agency attempts to pursue its own public-interest complex. Each of these com- 
plexes differs a little from the others, if only in emphasis. Ideally, an agency’s 
patent policy should serve both the particular ends of the agency as well as the 
general ends of national policy. 

The foundation anticipates that this study will also yield results that will show 
the way to a full and more definitive study should that prove desirable or 
necessary. 


Personnel 

The principal investigator, Dr. Donald S. Watson, is a professor of economics 
and executive officer of the Department of Economics of the George Washington 
University. He is co-author of a widely used text, “Modern Economics,” and 
author of a forthcoming book, “Economie Policy.” He has had extensive con- 
sulting experience with Government and private agencies. 

The associate investigator, Dr. Harold F. Bright, is professor of statistics and 
executive officer of the Department of Statistics of the George Washington 
University. He has taught mathmetics and statistics at San Angelo College, 
Denison University, Trinity College, the University of Rochester, and the 
University of Texas. He was deputy director of the human resources research 
office which operates under a contract between the Department of the Army and 
the George Washington University. He also served as specialist, operations 
research and synthesis, the General Electric Co., Plainville, Conn. Dr. Bright 
has contributed articles to technical journals. 


Cost of project 

The subject matter of this proposal will be completed in approximately 1 year 
after the date of the signing of the contract. The total cost of this project shall 
be $28,283.50. Attached is proposed budget for the study which is set forth to 
substantiate the reasonableness of this figure. Said sum shall be paid in equal 
monthly installments, the first of which shall be due on the 30th day after the 
date of signing of the contract for the project. 
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ExuIsiIt VI (C) 


Proposed budget for study on “Federal Patent Policies in Contracts For Re- 
search and Development” 


[Time: 8 months to a year] 


Salaries: 
Dr. Donald S. Watson, principal investigator, (equivalent to Perannum 
Si@nye mor niente pis. ee Se ea $3, 000. 00 
Dr. Harold F. Bright, associate investigator, (equivalent to 3 
GATE: DOP. TARA ) a args ieemeds arming te setigctepthn dal ateia tates 2, 000. 00 
Research associate—graduate student (law)--~------__-_----__ 3, 500. 00 
ere” GNU Dn, coogi dace, ceca canes eieeteniianenneceael 3, 250. 00 
Cormeapondence ‘nssistint. 6. Je i eee nee 8, 250. 00 
Semtetary-slericnt-tyntet ) (8) 2c os a ee 3, 250. 00 
Total salaries: for 1 Year... .21<.. ee aie ss ees 18, 250. 00 
Operating expenses: 
GRO So ai ei Se Ee $2, 


Office expense 
Mimeographing and postage’ 
Other communication 
Processing of forms 


S2355 
s3323 


Total, 1 year operating expemses___.--_-..--.-..----_---..__ 3, 500. 00 


Disect expences: Total pet SONU Renececsnccineniscucstiscnnensadene 21, 750. 00 
Indirect expenses: 35.8 percent overhead (35.8 percent of salaries). 6, 533.50 


Cram totabi ice Sito oe a ie a ee. ai a 28, 283. 50 
1 Does not include cost of printing copies of the report. 
Senator Lone. Dr. Alan T. Waterman, please. Is Dr. Waterman 
here ? 
Will you proceed, Dr. Waterman ? 


Would you prefer to read your statement, Dr. Waterman, or just 
summarize it ? 


STATEMENT OF DR. ALAN T. WATERMAN, DIRECTOR, NATIONAL 
SCIENCE FOUNDATION; ACCOMPANIED BY WILLIAM J. HOFF, 
GENERAL COUNSEL; AND CHARLES B. RUTTENBERG, DEPUTY 
GENERAL COUNSEL 


Dr. WaterMAN. I believe, sir, that since it is a short statement, 
the position could be stated very clearly and concisely by just reading 
it, if that is satisfactory. 

Senator Lone. Fine. Would you just read it? 

Dr. WarerMAN. Mr. Chairman and members of the EEN 
I am happy to meet with you today to discuss the patent policies o 
the National Science Foundation. 

The statutory basis for the patent activities of the Foundation is 
contained in section 12 of the National Science Foundation Act of 
1950, as amended. Section 12 is a general provision which directs the 
Foundation to establish patent policies in a manner calculated to pro- 
tect both the public interest and the equities of the individual or organi- 
zation with which the Foundation has contractual or other arrange- 
ments relating to scientific research. As you can see, this is a broad 
charter. In enacting this section the Congress indicated that because 
basic research seldom develops patentable processes, special patent pro- 
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visions were unnecessary. After careful consideration of the prob- 
lem, the Foundation established a policy whereby Foundation gran- 
tees are permitted to retain rights to inventions developed during 
the course of Foundation-supported research but are required to give 
the Government a royalty-free, nonexclusive license to use the inven- 
tion for governmental purposes. Until a year or so ago this policy 
related only to domestic patent rights; up to that time the Foundation 
reserved the right to determine disposition of foreign rights. I will 
discuss the reasons for the change with respect to foreign rights later. 

I would like to point out that very few of the Foundation’s arrange- 
ments for support of scientific research are with profit organizations 
and these are made only under exceptional circumstances. Thus the 
Foundation is rarely concerned with the matter of technical infor- 
mation, know-how, specialized processes or other proprietary rights 
which might be put to commercial use. The overwhelming propor- 
tion of the Foundation’s arrangements is in support of basic research 
and is with educational institutions. Normally, basic research results 
in the publishing in a recognized mathematical or scientific journal 
of an article describing the work and conclusions drawn from it. In 
fact, it is the recognition by the scientific community of the impor- 
tance of the work which motivates the basic research worker and not 
its practical use. The National Science Foundation has as one of 
its primary purposes the fostering of the interchange of scientific 
information among scientists in the United States and foreign 
countries. You can see, therefore, that the National Science Foun- 
dation and educational institutions have a common purpose in this 
regard. Both are concerned that full information with respect to 
the results of scientific research be made pubicly available as soon as 
possible. 

The nature of basic research is such that the possibility of patent- 
able inventions resulting during the conduct of such research 1s very 
limited. It has been stated from time to time in judicial decisions 
relating to patent matters that a conception of the mind not repre- 
sented in some physical form is not an invention within the meaning 
of the patent laws and that patents are not granted on discoveries of 
abstract laws or principles but can be awarded only with respect to 
the embodiment of a concrete idea, whether such embodiment is a 
device, a product or a process. Since basic research is concerned 
primarily with the study of natural phenomena and the ascertain- 
ment of natural laws and principles, the prospects of patents arising 
from such research are not very substantial, particularly of patents 
having commercial value. In this connection, for example, it is 
interesting to note that since the creation of the Foundation in 1950, 
the Foundation has been notified of only about 15 inventions on which 
applications for patents have been filed as a result of research con- 
ducted under a Foundation grant or fellowship. 

On rare occasions, however, work carried out under a grant or 
contract for basic research does lead to a patentable invention. Uni- 
versities, of course, use income derived by them from inventions to 
further their research and educational purposes. A number of them 
have arrangements with a nonprofit organization, the Research Corp., 
which distributes its net income to colleges and universities as a 
grants-in-aid of fundamental research. Under these arrangements, 
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the Research Corp. acquires from the institution inventions which 
appear to have commercial prospects. The Research Corp. bears 
all the costs incidental to patent processing and licensing of pat- 
ents on such inventions. Income from such patents is divided 
among the institution, the inventor and the Research Corp. The 
institution’s share is, of course, devoted to research and educational 
purposes. The corporation’s share, after deduction of expenses, is 
applied to sponsoring further basic scientific research. Included 
among the numerous educational institutions with which the Research 
Corp. has agreements, are Harvard, Yale, the Massachusetts Insti- 
tute of Technology, the University of Pennsylvania, New York Uni- 
versity, and other leading institutions of higher learning. In fiscal 
year 1958, the Research Corp. awarded colleges and universities about 
$1.2 million as grants-in-aid of fundamental] research. In point of 
fact, therefore, the income received from patents developed during 
the course of research supported by the National Science Foundation 
would generally go back into scientific research or be used for other 
educational purposes. 

As I indicated previously, the Foundation’s earlier policy had been 
to retain the right to determine disposition of foreign patent rights. 
However, as inquiries among Federal agencies following notification 
of the possibility of acquisition of such rights in no case resulted in 
an expression of interest that the Federal Government retain such 
patent rights, the inventor was allowed in each case to apply for the 
foreign patent. Various reasons undoubtedly existed for this result, 
an important one being the cost of prosecuting the application for the 
foreign patent. The Foundation, in the light of this experience, 
subsequently altered its policy so that our policy with respect to 
foreign rights is now the same as with respect to domestic rights, 
namely that the Government receives a nonexclusive, royalty-free li- 
cense to use the invention for governmental purposes. A similar 
result occurred in the rare instances where National Science Founda- 
tion fellows developed inventions during their tenure. Until last 
year the Foundation reserved the right to determine disposition of 
all patent rights on such inventions. However, in the three cases 
which occurred, inquiry of the appropriate Federal agencies elicited 
no interest in having the Government apply for the patent. In each 
case, therefore, the fellow was permitted to retain the right, subject 
to giving the Government a royalty-free, nonexclusive license. In 
the light of this experience over 8 years, the Foundation’s patent 

olicy with respect to persons on Foundation fellowships was then 
Seema into line with that on grants, namely, allowing the fellow 
to keep the rights subject to a license to the Government. 

So far I have been talking primarily about the Foundation’s ar- 
rangements with educational institutions and with Foundation fel- 
lows. As I mentioned to you earlier, very few of the Foundation’s 
arrangements for support of scientific research are with profit or- 
ganizations, and such arrangements are made only where unusual 
circumstances require the particular competence or facilities of the 
company involved. Singe the establishment of the Foundation in 
1950 approximately eight contracts have been entered into with com- 
mercial organizations for support of basic scientific research. About 
four of these contracts are currently active. Two of the four organi- 
zations involved in the currently active contracts have 20 employees 
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or less. The third had less than 500 employees during 1958 when the 
Foundation’s contract was executed although we understand that it 
now has considerably more employees. The fourth is a large organi- 
zation. The total value of all these four commercial contracts is less 
than $300,000. When we consider that the Foundation’s budget for 
fiscal year 1960 is aproximately $153 million, you can readily see 
that this is an insignificant portion of our research activity. The 
Foundation will always, however, give careful consideration to pro- 
tecting the needs of the Government adequately in connection with 
arrangements with profit organizations where possible exploitation of 
inventions developed under such contracts might be involved. To 
date, the Foundation has not been notified of any patents having 
been applied for by any of the commercial organizations with which 
the Foundation has contracted for support of basic scientific research, 
although, such notification has been required under the terms of each 
contract. 

As you know, the question of Government patent policy, generally, 
has been studied and restudied many times and is an extremely com- 
plicated matter. The Foundation’s policy has been adopted to take 
into account the particular nature of the Foundation’s operations and 
the fact that our statutory authority states that one of the objectives 
of the Foundation is to strengthen basic research and education in the 
sciences throughout the United States. 

This concludes my statement, Mr. Chairman, and I would be glad 
to answer any questions. 

May I just say that, perhaps there is a remark or two in interpre- 
tation of what I have said that might be in order. 

First is to be sure that we understand what we mean by basic 
research, which is the Foundation’s major job. 

Basic research, by the definition of which we use in collecting 
information about research and development throughout the country 
and in the Federal Government, is that type of research where the 
primary objective of the researcher is to secure better knowledge and 
understanding of the subject he is investigating, such as natural 
phenomena, as a rule, rather than any practical use of the subject 
under study. 

I might, as I have before, give the following illustration. If a 
research man is studying a virus from the standpoint of determining 
what the virus is, what its habits are, what it does, and its term of 
life and so forth, that is surely basic research. 

If he finds in the process that the virus does certain things that 
harm mankind, then he is at the threshold of applied research. 

If his research is an attempt to kill the virus or curb it or otherwise 
stop these harmful effects, this becomes applied research, not basic. 

I say this because there is a popular conception of another use of 
the term “basic research,” frequently in industry, where basic research 
quite naturally is expected to be research basic to the interests of the 
company, but that is not the way in which we have defined it for the 
Government, and which the Government agencies use in their defini- 
tion. 

The Foundation does not, as you know, operate any laboratories. 
This is forbidden by its statute, nor does it perform any scientific 
research by its own personnel. 
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Senator Lone. Do I understand you correctly that the National 
Science Foundation is dealing in Soap research and not applied 
research ? 

Dr. WaTeRMAN. Yes, sir. The main place where we may support 
applied research, stems from the special authority granted us in 1958 
in the field of weather modification research, but, in general, as we are 
handling that legislation, we would expect to do this by calling on 
one of ‘the other agencies to do it if it became applied. 

Senator Lone. If you were to succeed in the field of weather modi- 
fication, that could be of absolutely enormous significance and value, 
could it not? 

Dr. WarerMAN. It might be, yes. So far, the major problem in 
weather modification is that we have got to have a better understand- 
ing—we have tried applied research and we have not found anything 
important that can be done—so this puts it back into basic research, 
and the result is that any inventions coming out of it now would 
probably be basic research devices useful only to the research group 
involved and not of general commercial use. It is in that stage at 
the present time. 

Senator Lone. Yes. 

How much is your annual budget for this research ? 

Dr. WATERMAN. We have explicitly about $2 million for this pur- 
pose, and then this shades off into the study of basic research in the 
atmospheric sciences where we have about $3 million more. 

Senator Lone. I would just wonder whether you are in any way 
impeding yourself to finding an answer in the field of weather modi- 
fication by trying to stick to basic research or rather than going ahead 
and trying to—not worry much about where the dividing line is 
between basic and applied research. 

Do you feel that the funds you have there—it does not matter 
whether it is basic or applied ? 

Dr. WATERMAN. Yes, indeed. This is a very urgent problem, as we 
know, so we are trying to do it by the most intelligent means possible. 

But, you see, according to the agreement we have with other agen- 
cies, we expect them to participate, too, so that our money can be 
transferred to them, and they often are more competent to handle 
the applied research aspects. 

But we would leave no stone unturned here and, of course, there 
is not a sharp boundary actually between basic and applied. You 
just use your wits, and if you find by a direct approach to find the 
answer to a problem that you run into a stone wall, you have to go 
back and have a better understanding of the whole thing before 
you know how best to proceed. 

This is a matter of ingenuity here, of the most intelligent approach. 

You see in basic research, a man’s reputation, his standing and 
his position depend on his output of research papers, the knowledge 
contained in them. That is his goal, his motivation. 

If you went around to universities and talked to the people doing 
basic research and asked them, “What about your patents,” I think 
they would look at you with some astonishment and say, “This is 
basic research. We don’t care about patents. We want to know about 
the basic understanding of what we are studying.” 

Senator Lone. It does seem sort of an anomaly though that to 
do basic research it would require the same sort of mentality, I 
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should imagine, and to a considerable degree the same abilities that a 
person would have in order to do applied research, and yet there are 
such tremendous rewards in the patent field for applied research 
which do not exist in the field of basic research, according to your 
definition. 

Do you feel that there is adequate talent to do this basic research 
even though there are these tremendous incentives over the field of 
applied research ? 

Dr. Waterman. That is a troublesome question because the word 
“adequate” is a little hard to define. 

At the present time we do know there are many more competent 
people that could do very good basic research, but there are not 
funds enough to go around to support them in the way that they 
should be. 

The applied research people tend to get a quicker response because 
people can see what it is they are driving at. 

There is a need both for supporting more people in basic research 
now because they are available—and we are getting applications 
from them all the time that we cannot meet—good research too— 
and also for developing more basic research people. That goes back 
to the fact that we are in a very highly competitive situation right 
now in this country, and what we do in the way of applications and 
development rests primarily on what is discovered in basic research. 

We do not dare ignore that field—and it is not a costly one to 
develop—because here is where ideas come from, and the new data to 
keep our developments up to date. So it is very important that we 
back that aringly: If we want to economize, most of the money is on 
the developmental side. We should be very careful at what we choose 
to develop because we waste more money in a premature development 
than most ways I know. That is where the basic research helps. 

Senator Lone. It is my impression, Dr. Waterman, that the greatest, 
perhaps the greatest, difficulty in finding a cure for leprosy, of which 
about 8 million people on this planet suffer, is because science has not 
been able to make that germ live in any other animal besides the human 
being, so they have not been able—is that a problem of basic or applied 
research ? 

Dr. WATERMAN. This goes back to the motivation of the man doing 





it. 

If he, in his work, is trying to cure the disease of leprosy, then I 
would say everything he is doing is applied research Wickens he is 
motivated that way. 

If, on the other hand, his research is in biology leading to an inter- 
esting field where something is happening that he does not understand, 
and he gets into a field involving leprosy, and then studies that with 
a view of finding out, getting an understanding cf, what nature is 
doing here and what the nature of the disease is, then that is really 
basic. 

The borderline is not hard and fast, but I think you can see the 
difference. 

Take an explorer in a region of an unexplored country, with five 
different obvious approaches to go back into the interior. 

The basic research man would look them over impartially and decide 
on one where he might find something important. He takes that one 
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and studies it carefully, and whatever he finds he reports, whether it 
may be something of practical interest or not. He really is interested 
in finding something new, that is all. 

Another man comes along and he would like to find the best ap- 
proach to where one can get coal or fuel, so he looks over the territory 
with an idea of where he might find coal, and then he takes that route. 

In his case he is much more apt to find coal, perhaps, but, on the other 
hand, he is blind to the other possibilities. 

So there are merits to both sides. 

My point is that public support would generally go to the man 
trying to find coal and not the other. Yet the whole of science shows 
that the most important, highly revolutionary discoveries such as 
X-rays, come from people who are just looking to find what is there. 
They cannot look for X-rays until we have discovered it, you see, so 
it has to appear to a person looking in on the frontier with that 
motivation to find them. Perhaps that, by analogy, illustrates it. 

Senator Lone. Would you say that the sulfa drug resulted from 
basic research or would it be as the result of applied research ? 

Dr. WaterMAN. I do not recall the history of that clearly and, of 
course, I am not a biologist by profession, but as a rule such things 
are discovered by basic research. 

The man who discovers it may not even see the application. Then 
someone else sees it and picks it up and thereafter it becomes applied 
research. A good illustration is penicillin. 

This was discovered as a matter of basic research, just by the keen- 
ness of perception of Fleming, when he saw that ordinary mold seemed 
to keep bacteria out of that region. That was just the observation. 
Now, a was not trying to cure the things that penicillin cures. He 
just made the observation that bacteria aki mold he found 
on materials he was using. That was fundamental research. 

Now after this was discovered, of course, one could see the applica- 
tion. This was picked up and applied research undertaken to find 
what kind of a mold is required, what can it do, what kind of bacteria 
it will handle, and then ultimately its use with animals and with hu- 
man beings. 

So the start of the chain is usually basic research. 

Senator Lone. Thank you, that is all. 

Mr. Gorpon. You stated that the results of your weather modifica- 
tion basic research could be patentable ; is that correct? 

Dr. Waterman. Theresults? Not if they are in the form of papers, 
which they usually are, when it is basic. 

Mr. Gorvon. With respect to weather modification, if anything 
practical is demonstrated in the ability to modify rainfall, it could 
be patentable, couldn’t it ? 

Dr. WarrerMAN. As I understand the meaning of this, it would have 
to be an instrument useful to a process or some process that was tan- 
gible. You could not patent an idea. 

Mr. Gorvon. As I understand it, many important discoveries have 
come out of basic research. I understand that antibotics, and the 
mycins which were patentable, came out of basic research. Is that 
correct ? 

Dr. Waterman. I just spoke about the discovery of penicillin, 
which was the first of the antibotics, that was first basic and then 
picked up by applied. 
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Mr. Gorpon. Would you say that one of the main objectives of the 
Foundation is that full information of Foundation-sponsored research 
be published as soon as possible ? 

r. WATERMAN. Well, rather than as soon as possible, as soon as 
feasible. 

One does not rush to print in a hurry to do it tomorrow, but as soon 
as it is feasible. The scientists want this, of course. They do not 
use the word “patents” but they have a feeling of their own about what 
they are doing. They want this to be published as soon as possible, 
so that they will get credit for having made the contribution to re- 
search; thus there should be every attempt to get this out fast. 

Mr. Gorpvon. Do you require it in your grants or contracts? 

Dr. WaTerMAN. Do we require grants or publication ? 

Mr. Gorpon. Do you require prompt publication or prompt de- 
livery to you of information 

Dr. WatTerMAN. This is expected. We require a report to us. 

We do not require, as a hard and fast rule, publication in scientific 
periodicals. This is a hard thing to do because these scientific pe- 
riodicals are selective. 

If the work is not up to standard they will not publish it. So, 
you see, you cannot very well make the requirement. But, in general, 
our standard of research is very high and it is all published. 

Mr. Gorpon. There appears to be nothing in the grant or contract, 
and I have a copy of it right here, to force this to be done, that is, 
that Foundation-sponsored research be published or given to you as 
soon as possible. 

How is this objective, then, to be attained ? 

Dr. WATERMAN. The whole scientific fraternity is anxious to publish 
the results of what it does at the earliest possible moment. ‘There 
needs to be no requirement there. 

If we were to put in a requirement, as I say, there would be trouble, 
because some work just does not pan out. If the publications where 
the scientists want to publish, which are the ones where their col- 
leagues will see it, where it will do benefit to the scientific community, 
will not publish it, then there is not much point in doing so because 
the quality is not high. 

e do not see any reason why this should be required because they 
all want to do it anyway, and we always have a report ourselves. 

If on getting the report in, we felt that this was important to bring 
out in some way, this we do. But some contributions are just not 
valuable enough to publish. And basic research being what it is, 
you cannot know that in advance. 

Mr. Gorvon. But some contributions could be valuable and could 
be patentable? 

Dr. Waterman. Not papers, no. 

Mr. Gorpon. Pardon me? 

Dr. Waterman. Not papers, no. 

You were speaking about the publication of results. As I say basic 
research is practically entirely published papers, descriptions of the 
work, not devices. 

Mr. Gorvon. I know. But how about the new scientific knowledge 
that has been acquired as the result of research ? 

Dr. Waterman. We all want that published as fast as possible, 
including the man himself who does it. 
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Mr. Gorvon. But there is nothing in the contract which makes him 
do it. How are you going to get him to do it? Suppose he sees 
there is something either patentable or will lead to patentable inven- 
tions. Suppose he decides he wants to hold back on it? What is 
going to prevent him from doing that? 

Dr. WatEeRMAN. I just do not see that the question applies since the 
main thing basic research people want to do is publish what they do. 

Sometimes what they do does not pan out. It is just they made a 
mistake. It did not turn out anything valuable. 

In that case why should you require that they publish it? It is like 
passing a law to make a person eat food each day. 

The universities want research published for their own reputation, 
the man wants to publish, and, besides, there is not here a contract we 
make. Besides there are grants, so I do not see how we could put in 
a requirement here. 

Mr. Gorpon. Well, is it not possible to put in a requirement that if 
you grant money you get something in return in the form of new 
knowledge ? 

Dr. WATERMAN. I will tell you if we did this as a scientific founda- 
tion and speaking as a scientist personally, the research fraternity 
and the universities would laugh at us. 

Mr. Gorpon. I do not mean to require something in return that way. 
What I mean is if something is developed or if certain slentihe 
knowledge is secured. 

Dr. WATERMAN. You mean a patentable device? 

Mr. Gorpon. Whether it is patentable or not. Perhaps the new 
knowledge could lead to a patent. You do have contracts with private 
concerns, do you not? 

Dr. WATERMAN. They are almost entirely private concerns in the 
sense of educational institutions. 

Mr. Gorvon. And four business concerns, as I understand it? 

Dr. WaterMAN. Only four out of the thousands we have made, 
thousands. 

Let me illustrate and perhaps this will straighten this point out for 

ou. 

We do have a grant which I will illustrate here, for the design and 
construction of new laboratory equipment which does involve the 
possibility of developing devices, such as laboratory experimental 
equipment which could be patented—I will read you the conditions 


that we require in this grant to show you how we handle this particu- 
lar situation : 


The objective of this is to develop new laboratory demonstrations for 
college physics classes, the subject physics, and to publish them in a manual 
containing about 100 experiments appropriate both to small colleges and large 
universities. 

Full information on the construction and use of the equipment will be made 
readily available to teachers, educational institutions, equipment manufac- 
turers, and other interested individuals and organizations through articles 
in professional journals, reports, drawings, talks, or exhibits at scientific 
meetings or other appropriate channels. 

It shall be the responsibility of the grantee to make application for such 
foreign and domestic patents for equipment conceived and developed under 
this grant as may be deemed appropriate. 

The grantee shall notify the Foundation of any application for such a 
patent, and shall give the U.S. Government a royalty-free nonexclusive license 
to use the invention for governmental purposes. 
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In the case of equipment for which patent application is made, arrange- 
ments for the commercial production should be such as to permit the widest 
possible number of appropriate and interested concerns to submit proposals 
for production and distribution of the equipment. 

Selection of manufacturers and distributors shall be made so as to assure 
the widest distribution at the most reasonable price. 

Any profits or royalties received by the grantee from the sale of equipment 
shall be used for purposes agreed upon by the Foundation and the grantee. 

That is the condition we set up in those grants. 

Mr. Gorpon. Grants to a private contractor? 

Dr. Waterman. One is to a university. One, I think, is to a 
scientific society; but they are all to organizations that have high 
competence in devising experiments of this sort, whether they are 
teachers or research people in physics. 

Mr. Gorpvon. On page 2 of your contract provision D(b), it states 
that the Government can get scientific information only when it is al- 
ready copyrighted or it is planned to do so. 

Suppose that a contractor wants to keep it a secret and not copy- 
right it. There is no provision making it mandatory to deliver to 
the Government technical knowledge and data acquired with Gov- 
ernment funds, is there? 

Dr. WaTerMAN. I’m not sure just what you're referring to. As 
a general polic 

{r.Gorpvon. Well, this is what it says: 

* * * With respect to the subject data now or hereafter covered by copy- 
right and not originated in the performance of this contract, such license 
Shall be only to the extent that the contractor 
That is section D(b) of the contract. I have it right here in front 
of me. 

Dr. Waterman. This is one of our contracts? 

Mr. RutrenserG. Which contract is this, sir? 

Mr. Gorpon. This is NSF-C. 

Mr. Rotrenserc. There is a number after the “C”, I believe. 

Mr. Gorvon. There is no number. 

Mr. Rurrenserc. Just a sample form ? 

Mr. Gorpon. Just asample form. 

Mr. Rurrenserc. D(2) ? 

Mr. Gorpon. There are no numbers. “Rights to data,” article D, 
section (b). 

Dr. WarTeRMAN. I think counsel, Mr. Ruttenberg, could answer 
this question. 

Mr. Rorrenserc. Are you talking about the right to reproduce 
now, is that the heading ? 

Mr. Gorvon. This says rights to data, article D. This is what 
you supplied me, and it says: 

The contractor agrees to and does hereby grant to the Government, and to its 
officers, agents, and employees acting within the scope of their official duties, 
a royalty-free, nonexclusive and irrevocable license throughout the world for 
Government purposes to publish, translate, reproduce, deliver, perform, dispose 
of, and to authorize others so to do, all subject data now or hereafter covered 
by copyright. 

What does that mean? 

Mr. Rutrenserc. What you may have there is a contract that we 
have used in connection with the translation of scientific literature. 
I am not sure that that is one of our research contracts that you have. 
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Let me check one more here to see—— 

Mr. Gorvon. This, incidentally, concerns weather modification, 
a very important problem. 

Mr. Rutrenserc. I do not see that clause in the contract before me. 

Could I take a look at it? 


Dr. WarTerMAN. If we could indentify the passage perhaps we 
could answer you better. 

Mr. Gorpon. Dr. Waterman, in the interest of time, could you 
supply the answer to this question for the record ? 

Mr. Rutrenperc. Yes, indeed. 


Mr. Gorpon. The provision states that the Government gets data 
only when it is copyrighted or it is planned to copyright it. 

Mr. Rurrenserc. I think the answer to that may be that it was 
in the draft and was not in the final executed contract. I do not 
know. ' 


(Following is information subsequently supplied by Mr. Rutten- 
berg :) 
Exuisit VII 
“RIGHTS TO DATA” ARTICLE IN NATIONAL SCIENCE FOUNDATION CONTRACTS 


The language in question appears in section (b) of the “Rights of Data” article 
of the two most recent contracts for support of basic research entered into with 
profitmaking organizations by the National Science Foundation. Section (b) 
states that, in the event any of the “subject data” produced under the contract is 
covered by a copyright, the Government will receive a royalty-free, nonexclusive 
and irrevocable license throughout the world for Government purposes, to publish 
translate, reproduce, deliver, perform, dispose of, and to authorize others to so 
do, all such material. Section (a) of the “Rights to Data” article defines “subject 
data” as all data specified to be delivered under the contract, whether or not 
copyrighted. 

Article 1 of each of the two contracts in question, entitled “Scope of Work,” 
specifically provides for the collection of data by the contractor and requires that 
all such data be submitted to the Naitonal Science Foundation. Whether or not 
it is copyrighted, therefore, the Government receives data developed under the 
contracts. Section (b) of the “Rights to Data” article is designed to provide fur- 
ther protection to the Government with respect to information produced under 
the contracts and is not intended in any way to lessen the amount of information 
received. 

The two contracts in question are for support of research in the field of weather 
modification. Legislation enacted by the Congress in 1958 authorizing the Foun- 
dation to initiate and support a program of study, research and evaluation in the 
field of weather modification specifically provides : 

“The Director of the Foundation may obtain by regulation, subpena, or other- 
wise such information in the form of testimony, books, records, or other writings, 
may require the keeping of and furnishing such reports and records, and may 
make such inspections of the books, records, and other writings and premises or 
property of any person or persons as may be deemed necessary or appropriate by 
him to carry out the provisions of such paragraph (9), but this authority shall 
not be exercised if adequate and authoritative data are available from any Fed- 
eral agency” [42 U.S.C. 1861, 1872a(f) (1) ]. 

In addition, subsection 4 of 42 U.S.C. 1872a(f) states: 

“Information contained in any statement, report, record, or other document 
furnished pursuant to this subsection shall be available for public inspection, 
except (A) information authorized or required by statute to be withheld and (B) 
information classified in accordance with laws to protect the national security. 
The foregoing sentence shall not be interpreted to authorize or require the publi- 
cation, divulging, or disclosure of any information described in section 1905 of 
title 18 of the United States Code, except that the Director may disclose infor- 
mation described in such section 1905, furnished pursuant to this subsection, 
whenever he determines that the withholding thereof would be contrary to the 
purposes of this section and section 3(a) (9) of this Act.” 
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It is clear, therefore, that, in connection with the activities of the Foundation 
in the field of weather modification research, any data improperly withheld can 
be obtained by the Foundation through appropriate legal measures. 

Mr. Gorpon. Suppose the contractor wants to keep it a secret and 
not copyright it, does that mean we do not get the information ? 

Mr. Rurrenserc. We can check that and let you know. 

Mr. Gorvon. How do you know if any inventions or patents result 
from your grants or contracts or how do you keep yourself informed 
about the number and kind of discoveries resulting from the grants 
and contracts, if it is not in the contract itself? 

Mr. Rurrenserc. May I answer that? 

<ach contract that we execute for support of research has a provi- 
sion which says that the contractor must notify the Foundation with- 
in a reasonable time of any application for a patent. 

In addition, the grantee is supposed to notify the Foundation about 
any patents received as a result of research work sponsored by the 
Foundation. 

In other words, both the contract and the grant have a provision 
requiring notification. 

Mr. Gorvon. When did you put that provision in? It was not in 
your contracts a year ago, was it? 

Mr. Rorrenserc. I believe it has been in there all the time. 

Mr. Gorpon. Has it been in there all the time ? 

Mr. Rurrenzere. Yes, I’m quite certain we have had that from the 
beginning. 

Dr. WarrerMAN. You understand, of course, in the case of these 
basic research grants we make there are almost a negligible number 
where you can expect to get patents. We have been told about some 
of those cases. If we insisted on a strong patent clause, this would 
be rather offensive to many research workers. They are not trying 
for it, and we would rather not get their attention on it either, because 
they are after fundamental knowledge and not some invention. 

Mr. Gorpon. Well, how about knowledge resulting in inventions? 

How about knowledge acquired as the result of a contract? 

Dr. WaTeRMAN. Those cannot be patented, as I understand it. 
We do want knowledge to be published, as I said earlier, and everyone 
concerned wants that done. Then if it is published anyone who 
wants to make an invention from it can see it. 

Mr. Gorpon. What we are interested in really is having the know]l- 
edge delivered to the Government so it could be diffused throughout 
our society very rapidly. 

Now, in the sample contracts that you supplied me there is nothing 
that says you have got to be supplied with data. All it says is “We 
give you the money,” and that is all. 

Dr. Waterman. Well, as I said before 

Mr. Gorpon. Apparently you depend on faith in your contractor 
or grantee that he would deliver it to you. 

Dr. Waterman. Here you have a situation where, as I said before, 
the man wants to publish at the earliest possible date. He makes 
his living by the knowledge he gets published, and the recognition 
he gets. 

The university wants it to be published because their reputation, 
too, depends on their output. 
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We want it published because we have the same feeling about it, 
and we have an additional feeling you just mentioned. Anything 
valuable done under public funds should be published. I do not 
know the figures, but in the vast majority of cases there is at least 
one research paper published during a grant, very often more than one. 

In addition we have a final report on the nature of the work, and 
we published lists of our grants, so that if anyone wants to inform 
himself he can from that. Now, with everybody concerned wanting 
to publish, you have, it seems, a situation where it is unnecessary to 
require this, especially when some results, Just because of the nature 
of basic research, do not pan out. In that case, for example, if a mis- 
take has been made in the person’s judgment, there is no need to pub- 
lish because there is nothing valuable in it. In other words, under our 
present system anything valuable is published. 

Mr. Gorpon. Wouldn’t that be valuable even if it does not pan out 
so that others will not go down the same road ? 

Dr. Waterman. Yes; that type of value is always taken into 
account. This is published. If a negative result is valuable this is 
published because that is important. 

Mr. Gorpon. What is the statutory authority for the present policy 
of the National Science Foundation ? 

Dr. WarerMAN. As I said in my statement, section 12 of the act; 
it is a broad statement. 

Mr. Gorpon. Do you conceive of situations where the acquisition 
of the patents by the Government would be in the public interest, as 
in weather control ? 

Dr. WarerMan. I cannot claim to be a specialist in patent affairs, 
In my point of view the important consideration is simply this: That 
if any discovery is made of the patentable variety, the important 
thing is, especially if public funds are used, that this be brought out 
and utilized by the public, otherwise it does not mean anything. 

So my cardinal principle is: anything that is useful developed by 
public money ought to be developed and available to the public for use. 

Mr. Gorvon. Yes. 

Dr. WatrerMAN. That is the essential thing. 

Now, the question of who has title gets into complications for 
which the best evidence is the extended debate over this which has 
occurred over the years, and I cannot claim to be a specialist in that. 

I do think the important thing in the situation should be to see that 
the device is actually developed at the earliest possible date, and put 
into use so that the public can have it at, of course, a reasonable price 
and with reasonable return to the inventor or the organization. 

Mr. Gorpon. Well, by taking title you would be putting it in the 
public domain. 

Dr. WATERMAN. Well, here again, as I say, taking title is not enough 
unless it is actually developed and put to use, made available. 

Mr. Gorpon. You think you should—you think you have to give 
title to somebody else? 

Dr. WatrrMAN. Title is involved in this arrangement. 

Mr. Gorvon. Are you saying that you had to give the title to some- 
body else, that is, a patent monopoly ¢ 

Dr. Waterman. No. 

Mr. Gorvon. In order to get it developed ? 
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Dr. Waterman. I say I am not an authority on that. I say in my 
opinion if there is a device which is useful, and especially with public 
funds, then it should be developed at the earliest date, and be made 
available to the public at a reasonable price. That is where I stop. 

As to who takes title I am not an expert on that, but I do think 
the cardinal principle is just that, to get it out. 

If the Government can take title and develop it and put it to general 
use, that answers my question. 

If private enterprise can do the same thing at a reasonable price 
that, too, answers my question, and I am not specialist enough to know 
what, in general, would be the right way to do it. 

I suspect that the best plan would be to adopt the principle that I 
have stated, and then have each agency have the authority to do one 
or the other in the particular case, because sometimes the particular 
case would go one way and sometimes another. But that is only my 
personal opinion. 

Mr. Gorvon. Would you say merely the receipt by the Government 
of a royalty-free, nonexclusive license to use an invention for govern- 
mental purposes, without considering whether, perhaps, an invention 
or discovery could be of sufficient importance, such as the control of 
weather, for example, that an application for a patent should be made 
for the benefit of the Government ? 

Do you think it is in the public interest merely to take a nonexclusive 
license without considering other factors? Wouldn’t you say it 
would be in the interest of the Government to take title in that case 
to such an important development as the control of weather? 

Dr. Waterman. This would depend a great deal on circumstances. 

As TI say I do not see how one can answer this question in the general 
case. 
For example, suppose in the process of basic research on weather 
modification it develops that in order to get on with the research a 
particular kind of instrument is proposed, designed, and produced just 
to study some particular phase of research. 

One might be to count the number of nuclei, as we know them, in a 
cloud—nuclei on which there might be condensation. 

That is a highly specialized field. At the present time, it is only of 
use in respect to research in what causes precipitation in the clouds. 

The average householder would have no possible use for it. The 
average corporation would have no use for it either. It is only useful 
at the time for that particular piece of research. 

Well, in that case the advantage to the public, would seem to me, to 
be very low to have this out in the market. It is only a very special 
kind of research which requires it, and only a special number of peo- 
ple, so there is no big sale. 

Now, that is a special case where, it seems to me, in the best interests 
of the public you want to put this in private hands, so that it could 
be made available to the few that need it, and the Government would 
want to back that. 

On the other hand, suppose we got further along with weather 
modification and developed an instrument which could be used gen- 
erally by the Weather Bureau, say, to help them in forecasting pre- 
cipitation or influencing precipitation. That would be a matter of 
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a great deal higher public interest, and then the question might be an- 
swered the other way. 

Mr. Gorpon. Dr. Waterman, are you implying that if the Govern- 
ment takes title, that is, gets all the rights in a particular invention, 
it necessarily would not be developed ? 

Dr. WATERMAN. I did not say that. I cited one particular case 
where, it would seem to me, that there would be no particular advan- 
tage in Government taking title. 

I said at the same time there might be advantages for the Govern- 
ment doing so in other cases. I followed that right away by citing 
a case where the Government ought to take title. 

But you see, if you follow my first thesis, if the Government takes 
title, then it is important for the Government, to see right away that 
it is developed, produced, and distributed. 

I hear people say very often that when the Government takes title it 
does not see any clear way to get it developed or there is not money 
to do it and, of course, that is bad if the thing is important. 

Mr. Gorpon. Do you know of any specific examples or is that a 
belief ? 

Dr. WatrerMAN. I have made no special study of it. 

Mr. Gordon. On the other hand, Ican give you many specific 
examples to the contrary. There are many cases where business 
secured Government licenses because there was a profit to be made. 
This has been the experience of the Department of Agriculture, which 
has the policy of taking title and dedicating it to the public. Business- 
men were very anxious to get. nonexclusive licenses to produce the 
items developed with public money because there was a profit involved. 

I think that this argument which you hear very frequently can be 
refuted very, very easily. 

Dr. Waterman. Well, I do not think I gave you an argument of 
that sort, did I? 

Mr. Gorpon. You said it was something you heard about. 

Dr. WaTeRMAN. Yes, because I have had no direct experience with 
those matters. 

But it is not evidence enough that this debate has gone on for years 
and years as to which is best, to show that there are cases on both sides. 

Senator Lone. Dr. Waterman, you said on page 4 of your statement 
that a number of universities have contracts with the Research Corp.— 
I would be curious to know the percentage that made contracts with 
this organization, which applies for, and, receives the patents, and 
then returns to the universities part of the money it receives from the 
inventions, for research and 

Dr. Waterman. Education. 

Senator Lone. Well, for research and educational purposes. 

It is divided among the institutions, the inventor and the Research 
Corp., which means that, for the most part, it goes back into research 
again ? 

Dr. Warerman. Yes. 

Senator Lone. In view of the shortage of funds to do basic research, 
would that not be a good way for your organization to operate? In 
other words, to split the money 50-50, or split it three ways if you 
find something that you could get some money for, and you would 
get part of it and go and put that back into more research ? 
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Dr. Waterman. It is possible, certainly. Our philosophy has been 
that if universities are doing this, it accomplishes the purpose, and 
they are very familiar with dealing with this situation. 

Senator Lone. In that sentence, two or three down here, then you 
say that only a small percentage of your money is given to univer- 
sities. Most of it you give to 

Dr. WarerMAN. I beg your pardon ? 

Senator Lone. You spend with private concerns. 

Dr. Waterman. I beg your pardon. It is the other way around. 
Most of our money, by far the greatest part of our money, goes to 
universities and educational institutions. 

Senator Lone. Most of it goes to universities ? 

Dr. WaterMAN. Yes, almost exclusively. 

Senator Long. So that insofar as money goes to the universities, 
it is achieving this result ? 

Dr. Warrerman. Yes, that is right. 

Senator Lone. The universities, I assume, are making contracts 
with their staffs that the university will take title and pass it on to 
the Research Corp.? And the Research Corp. 

Dr. Warerman. That is right. 

Senator Lone (continuing). Will float the money back down for 
educational and research purposes ? 

Dr. WATERMAN. Yes. 

Senator Lone. Well, if that is what is happening, if the universities 
think that is the wise way to do it, it would also be a good way to 
handle the rest of it by having an understanding that you would split 
the money two or three ways, the part you get back going into research 
again. 

Dr. Waterman. Could I ask general counsel, Mr. Hoff, to speak 
about this? 

Mr. Horr. If I may amplify that a little, the number of universi- 
ties having contracts with the Research Corp. is going up rapidly, so 
that 80, over 80 of the colleges and universities do it. Of the remain- 
ing universities 

enator Lone. How many do you have such contracts with? 

Mr. Horr. Well, this is hard to say. If they were the same 80, 80 
would take care of a large proportion. 

Senator Lona. Yes. 

Mr. Horr. But I was going to continue saying along that general 
line, a large number, a large porportion, of the other universities 
that are heavily engaged in research have policies which produce the 
same results, namely, they will pass on any invention of a member of 
their staff on sponsored research or, in fact, on any research that is 
not done away from the ties with the university, and will decide 
whether it is worth seeking a patent for, and if they do, the univer- 
sity will take the assignment, and the inventor will get a small per- 
centage, roughly comparable to the contracts with the Research Corp. 
where the percentage to the inventor generally is between 714 and 
15 percent of the gross royalties. 

gS that I would say that it is pretty hard to say all, but the trend 
is such that I am quite sure in my own mind that in a relatively short 
time now almost all, the universities which are really doing research 
and are receiving funds to sponsor it, will have a policy which will 
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achieve the same results as the Research Corp., and in this respect 
I would just like to say, put a postscript on Dr. Waterman’s remarks 
to Mr. Gordon on the whole question of publication and invention. 

In those few instances, we do not know of any patent that has been 
issued yet on any of our research grants, and have only heard of 15 
applications 

Mr. Gorpon. May I interrupt you for a moment, please? 

Mr. Horr. Yes. 

Mr. Gorpon. Here is something very specific. In the contract that 
we were discussing on weather modification, in article E under “Pat- 
ents,” you talk about the “Subject Invention,” so apparently an 
invention was expected to result from this research. 

Dr. WArerMAN. This just covers the contingency, not necessarily 
the expectation. 

Mr. Gorvon. All right. If a patent is secured, if something turns 
out to be patentable. 

Dr. WATERMAN. Yes. 

Mr. Gorvon. Let me read part of this section on patents: 








No license granted herein shall convey any right to the Government to manu- 
facture, have manufactured. or use any subject invention for the purpose of 
providing services or supplies to the general public in competition with the 
contractor or the contractor’s commercial licenses in the licensed fields. 

This is a monopoly. This contract is not made for emergency or 
defense purposes. Why should such a clause be inserted which would 
give a monopoly to a product developed with Government funds? 

Dr. WATERMAN. May I ask Mr. Ruttenberg to answer that, please? 

Mr. Rurrenserc. I am familiar now with this particular contract, 
and it happens the one you have is not typical in the sense that the 
clause you were talking about earlier, (b), appears only in two 
contracts. 

The clause you are talking about now also is not typical in that it 
appears, I think, only in a few contracts. 

Senator Lone. Who was that contract with? 

Mr. Rurrenserc. American Machine & Foundry for research in the 
field of, basic research in, weather. Its total value, I think, is $16,000. 
It is a small contract, but the company is a big company. 

Now, with respect to the first clause you were talking about, if I can 
go back there a minute 

Senator Lone. Why would you sign that contract at all? 

Mr. Rurrenserc. Beg pardon? 

Senator Lone. If that is not your usual way of doing business, 
and you have a lot of people you are doing business with without 
putting any such clause in the contract, why did you give it to them ? 

Mr. Rutrensere. It isnot an unusual grant tothem. The language 
is more specific, but I believe it is the general policy of the Government 
that it is not intended that the Government will go into commerical 
production in competion with anything that may be developed. It is 
spelled out in more detail here, but this is not any special grant to the 
company, if I am making myself clear on that point. 

It is Just a language clarification in this particular contract, but it 
does not carry any additional authority. 

Mr. Gorpvon. Would you say that this clause gives the company a 
monopoly in a device developed, or possibly developed with Govern- 
ment money ? 
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Mr. Rutrenserc. Well, the first thing I would say is that as Dr. 
Waterman mentioned, this is basic research, and it is not anticipated 
there will be anything. 

If there were an invention, the company would have the rights to the 
invention should there be one 

Senator Lone. Doesn’t that clause you are talking about say, in 
effect, that if this company finds an answer to weather control, and it 
should get a patent on anything related to this subject, it would be 
theirs, and the Government would not have the right to use that 
patent ? 

Mr. Rutrrenserc. It would have the right to use it for governmental 
purposes as distinguished from commercial competition. I think that 
would be the way it would be understood, 

Senator Lone (reading) : 

No license granted herein shall convey any right to the Government to manu- 
facture, have manufactured, or use any subject invention for the purpose of 
providing services or supplies to the general public in competition with the 
contractor or the contractor’s commercial licensees in the licensed field. 

It seems to me that this is very specific. Ifa certain firm succeeded 
in finding an answer to this weather problem, and it is patentable, 
that the Government can only do business with them, and that the 
Government cannot even hire some other contractor and pay him a 
license fee unless they agree to it. 

Mr. Rutrenserc. The rights retained by the Foundation under any 
of these are to use the invention for governmental purposes. 

Now, what governmental purposes may mean in a particular case 
has to be determined in each case, but it certainly would be true under 
this contract or any of the others that the Government would have 
the right to use the invention for governmental purposes. But the 
object would not be for the Government to go into business. 

Senator Lone. Let us just take a specific situation. 

In Louisiana, there is a large metropolitan area on the Mississippi 
River. It is growing to where it looks as though one of these days it 
will be one continuous city from Baton Rouge to New Orleans. South 
of this area you have the swamps. 

Someone suggested—and it does not seem too fantastic—that rather 
than lose all these workdays in the construction industry because of 
rain, if you have a practical method of cloud seeding, and you have a 
front moving in toward this commercial area, it might be possible to 
cause the water to be dropped on the swamps. You would then pre- 
serve your workdays in an area where you do not have too much work 
anyway, and you would not lose many workdays because of rain. 

Suppose this company finds the answer to that problem, that is finds 
a practical way of seeding those clouds and dumping that rain where 
you want it to fall, so that it will not fall in the other place. 

This contract would mean that company can say, “Well, fine, we 
will solve that for you.” 

Suppose they say the fee is $50 million, and then you say, “Well, 
wait a minute, that would seem terribly unreasonable. The Govern- 
ment will provide that service,” and the people say, “No, they will 
not take care of it. We have a special clause in our contract. so that 
the Government will not provide that service for the general public.” 

Isn’t that what this provides? 
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Mr. Rutrensera. I think, as Dr. Waterman mentioned earlier in 
these contracts that we have now, the four that are in actual activity, 
an examination of the research work to be done, and so on, does not 
indicate that there will be any particular developments along those 
lines 

Senator Lone. Do you know why this fellow wanted this clause in 
there ? 

You do, do you not? 

Mr. Rourrenserc. This clause is not unusual in the Government. It 
states only that if they do come up with something which was devel- 
oped under their own steam, and where the Government might have 
a right to use it, they do not want to have the Government go into 
commercial competition, Mr. Chairman. 

Senator Lone. That is right: and you could have gone ahead and 
stated the rest of it. This fellow negotiated and bargained for a 
special contract whereby he would be in position to charge all the 
traffic will bear if he succeeds in finding something with this Gov- 
ernment money. 

Why should he insist on your putting that into the contract ? 

Mr. Rurrenserc. I did not deal directly with the contractor in the 
negotiations, but that right is not greater than, as I see it, any of the 
rights we have given in any of the other three contracts. 

Senator Lone. Can’t you see that it is this much greater, that this 
fellow could be completely unreasonable about providing a service 
which he developed with our money, and that he could be in a posi- 
tion to charge us all the traffic would bear for it? 

Mr. Rurrenserc. Mr. Chairman, I think 

Dr. WATERMAN. Mr. Chairman, I think 

Senator Lone. That question can be answered “yes” or “no.” 

Dr. Waterman. The questions that you are asking of me do not 
apply to this one at all, for this reason. This belongs under the 
head of what I said earlier. This company is being asked to devise 
a research tool which cannot conceivably be used as a means of 
weather modification. 

They are competent in building a particular chamber which is 
known as a cloud chamber by physicists, where they are interested in 
passing light through this and seeing the degree to which the light 
gets absorbed. 

This is necessary for the basic research to determine the fundamen- 
tals of the properties of the atmosphere. But no one can see any 
possibility that this would ever be used commercially. It is just a 
research tool that we want. 

Senator Lone. This fellow can see the possibility, can he not, 
granted he has more foresight than you have? He apparently can 
see the possibility. Why else would he want it in the contract ? 

Dr. iaensn. It is a question of the best judgment that one can 
exert on it, but I think he put it in because it is a standard form. He 
probably does that with everything he undertakes, and we do not see 
any possible commercial use to this, but we have got to get the thing 
done, you see. 

Senator Lone. Well, it would seem to me that if you just keep 
using that kind of foresight, and if you ever do get an answer to the 
problem, it won’t do the public much good, in spite of all the money 
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it paid for it. It might just as well have the fellow do it with his 
own money to begin with. 

Dr. Warerman. It goes to a private concern because it is a job 
of construction which they are experts in. They do not care what 
it is finally used for, but their job is just to produce this item. 

It is conceivable, Mr. Chairman, in the process of making this thing 
they might come up with some particular tool or some particular 
gadget that was developed to make this chamber which et could 
patent. It would have no possible connection with weather modi- 
fication at all, but some part of the structure or the means of fabri- 
cation, and they have a fair right to that, you see. 

I think this is intended as a general clause which they apply here, 
but to anyone who knows this subject this would not be a thing 
which could be of commercial importance. 

Senator Lone. Here is the point. The people for whom you are 
spending most of this money do not agree with you at all, not with 
your philosophy, because they are saying that people whom they 
hire should take these patent rights, and should use their money to 
promote the public interest, not private interests of certain indi- 
vidual firms. 

But, in turning that money loose to this fellow without gettin 
any rights in return, the public interest is not served. You coul 
do, for example, what some universities are doing, and say in the 
contract, “Well, now, we want to get something back out of this. 
We will split with you 50-50 or we will get the right for the Gov- 
ernment to use it for the benefit of the public.” 

But these fellows specifically say that will not be the case. 

How many other contracts do you have with this clause in here 
that the Government cannot use the rights it pays for to provide 
services for the public? 

Dr. WarrerMAN. This is the only one I think of. 

Mr. Rurrenserc. This maybe the only one. 

Mr. Gorpon. Let me explain how I got a copy of this contract. 
I did not ask for this specific contract, Mr. Chairman, and I did not 
even know about it, but I called up the National Science Foundation 
and asked them to send me sample or typical contracts and this is 
what I got. When I read the patent section I was very unhappy. 

Dr. Waterman. Mr. Chairman 

Mr. Rutrrenserc. We have the others with us, and I think you 
can see we do not have it in all the others that are with us. 

Senator Lone. What percentage of your funds are spent with 
universities ? 

Mr. Rurrenserc. Well, Dr. Waterman can answer it. It is 99- 
something percent spent with universities. 

Dr. WaTEeRMAN. I suppose we make—we have hundreds of grants 
that we make with universities. 

Senator Lone. What percentage of the money? 

Dr. Waterman. The percent of the money is, well, something of 
the order of $300,000 divided by $56 million, or about half of 1 
percent. 

Mr. Rurrenserc. $56 million with universities, $300,000 with com- 
mercial organizations; that is the ratio. 

Senator Lona. $56 million with universities ? 
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Dr. WATERMAN. Yes. 

Senator Lone. What you have told me here is that the universities 
generally seem to prefer to take the patent rights and use them for 
education and research ? 

Dr. WATERMAN. In the end, yes. 

Senator Lone. Because the money goes to one of two places. It 
goes either to the inventor as an incentive to him, or it goes back to the 
university, which would use it for either further research or for edu- 
cational purposes, which from the viewpoint of the public are very 
desirable purposes. 

Thank you very much. I have no further questions. 

Mr. Gorpon. I have some more questions. 

Incidentally, did you say this was or was not a typical contract? 

Mr. RurrenserG. It is supposed to have been. I did not see it 
before it— 

Mr. Gorvon. Is a contract which has this particular clause in it, 
a typical contract ? 

Mr. Rurrensere. No. 

Mr. Gorvon. It is not typical? 

Mr. Rutrensere. No, it is not. That is what I was saying earlier. 
I think this may be the only one we have that has that clause in 
it—I would have to check to determine if this is right. 

Mr. Gorpon. Was this inserted on demand of the contractor ? 

Mr. Rurrenserc. That I do not know. I will have to check that 
for you because I did not deal directly on the contract. ™* 

Dr. Waterman. I would like to repeat, Mr. Chairman, in a contract 
with a commercial firm they have in mind anything that can be used 
in connection with the construction, and not necessarily only the 
device which they are furnishing to us, so it seems to be natural they 
would be able to apply for patents on things which did not concern 
this final instrument at all. 

One further thing, and if in any of the further contracts we make 
there is any foreseeable use which would be patentable and valuable, 
then we would, of course, reserve the right to control that. 

Mr. Gorvon. Here is another contract we have, a National Science 
Foundation research grant, NSF-G. I guess it isa grant. 

Mr. Rutrenserc. That is a grant. 

Mr. Gorpon. Let me read you a couple of sentences here: 

It is a further condition of this grant that disposition of patent and other 
rights of any inventions or discoveries made or conceived during the research 
shall be the responsibility of the grantee; that the grantee—and so on and so 
forth, shall get reasonable notice, and so forth. 

As I understand it, you are making the disposition of the patent 
developed with Government money the responsibility of the grantee; 
is that correct ? 

Mr. Horr. I would like to say one more word on this. This is the 
standard grant provision for the university grants. One thing that 


144Information subsequently supplied by Mr. Ruttenberg: 

“The following material is in further reply to the question : ‘Was this inserted on demand 
of the contractor?” which was asked by Mr. Gordon: 

“The language of the clause in question was not inserted on the demand of the contractor. 
It was inserted by the National Science Foundation and was intended as clarif. ing language, 
similar to that used mf other Federal agencies. The clause was not Gesigned to give these 
contractors any special rights not given to other contractors.” 
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has not been brought out is we cannot quite say that this research is 
being done entirely with Government money. 

Certainly the Government is giving some support to it. But much 
that has been done before has also gone into it, and also a lot of the 
university’s finances. In other words, this is not a full support of 
anything. It isa help toward their doing it. 

Mr. Gorvon. But it could be? 

Mr. Horr. It could be? Very unlikely. 

Mr. Gorpon. Very unlikely? 

Mr. Horr. Because, after all, all we are doing is supporting some 
of a man’s work. He may have been working on it for 20 years pre- 
viously. What we are doing is, in the typical case, permitting him 
to get some assistance. 

The university is generally paying his salary itself as the chief 
investigator; that in almost all cases is paid by the university, so what. 
you have got is assistance on an ongoing job or on a new job this 
fellow has thought of because of what he has done in the past. 

Now, to put this again into perspective, certainly there has been 
the vitamin D patent which came out of research which was very 
valuable, and so have been a few others. 

The total value of those, though, is not large in terms in which we 
are thinking and, futhermore, of the thousands of grants that we have 
made, we have only received word, although it is required, we have 
only received word of applications having been filed in 15, and we 
have received no word of any patents having been issued, and in the 
great bulk of the cases any returns would go back into the purposes 
for which the money was appropriated by Congress, namely, research 
and education in the universities. 

Mr. Gorvon. Let us get back to this Research Corp. you are talking 
about. Is it a private or Government institution ? 

Mr. Horr. It is a nonprofit private organization for this purpose. 

Mr. Gorvon. It appears that this nonprofit institution decides 
what patents to secure for the universities it has contracts with; is 
that correct ? 

Mr. Horr. First, I believe the universities screen them. After all, 
as you know, in the patent business, a lot of ideas come along, and 
the first question is, «fs this worth patenting?” 

Nobody wants to go to the trouble and spend the sums necessary 
if they think the thing is of no commercial use, and it is in this sense 
that Research Corp. decides whether they are willing to go ahead and 
bear the costs of prosecuting a patent application. 

Mr. Gorpon. But they also can decide not to do so if they find-—— 

Mr. Horr. Certainly. I do not know what percentage. I would 
assume in the great majority of cases put to them they decide it has 
no commercial use. 

Mr. Gorvon. But it is this private organization which decides, in 
a way, what patents to secure, what patents to license, once it secures 
the patents; whom it should license, which patents it should license; 
how much royalty should be paid, and so forth? 

Mr. Horr. Yes. 

Mr. Gorpon. This is a private institution. Is it a good idea to 
have a private organization, with which the Government does not 
have an agreement, decide what should be done with the product of 
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Government-sponsored research, even if the Government paid for 
only part of it. 

Mr. Horr. Part of it. 

Mr. Gorpon. Shouldn’t this be a governmental function ‘ 

Mr. Horr. Well, I suppose the universities would argue on the 
other side; namely, that they have a large stake in this, and they do 
not care to have the Government take it over. I think you can argue 
that on both sides. I think if the Government were to do it—well, 
I will put it this way. 

If the National Science Foundation were to require that it make a 
determination and prosecute patents, and if any substantial volume 
of inventions arose, our staff would go up not only appreciably, but 
dramatically. We would have to staff entirely differently. We would 
have to have many times the lawyers that we have now, and so forth, 
and I question whether this would be worthwhile from the Govern- 
ment’s standpoint. 

Senator Lona. I do not care to argue the point any further, but 
it does seem to me that this agreement you made with this private 
company where the Government has a nontransferable license to use 
the machine that this man is to develop, and if the Government 
‘annot use this to provide services to the general public, it would 
appear that anybody who wanted to compete with this fellow in the 
weather research business, unless he was directly on the Government 
payroll, would not be able to use this machine that you wanted him 
to develop unless he agreed to it. 

Mr. Horr. Let me take a shot at telling my views to you on this. 

In this case we are making a grant of $16,000 to a corporation which 
has put a great deal of development work and so forth into their whole 
going business, and into the manufacture of this particular thing, 
which is why we placed the contract with them, I would assume. 

Now, I would like to reiterate what Dr. Waterman just said, that 
where we make the contract with a private profitmaking concern, and 
it looks as though there might be an invention of substance not just in 
line with its own business, something it has been perfecting over a long 
period of time, what we would do, would be to consider reserving the 
right to determine the disposition of the patent rights until such time 
as the implications of any invention could be determined with some 
degree of reality. 

ow, as we have mentioned, we have only had eight contracts with 
private concerns to date. 

We go to the private concerns because they are the ones that have a 
peculiar competence in that particular field, as shown by eight con- 
tracts with commercial organizations for scientific research with a 
total value of less than $400,000, as against approximately 6,200 
grants to universities, amounting to approximately $120 million made 
since the Foundation was established. 

When we do go to them with a small contract, which comes on the end 
of the work they have done, I think we should consider what we can do 
for the Government, but I doubt that we ever are going to be able in 
that type of situation to get the full patent rights for the Government. 
That is my feeling on the matter. 

Senator Lone. It would seem to me that if you are going to draw 
up a sample contract and are going to have a definite policy, rather 
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than try to anticipate what might happen under a contract, you might 
do better to draw one up that would cover all eventualities. That 
is why my thought would be that you would not want to do for one 
company what you would not do for another. 

Mr. Horr. No,sir. It depends on the nature of the work. It is not 
that one company gains over another, but if we give a $16,000 contract 
to manufacture a tool, in effect, which they are in the business of manu- 
facturing, that is one type of situation. 

If, on the other hand, we were to make a contract for applied re- 
search in dispersing storm clouds, and this was something the company 
had not spent, well, it is not something that they had put an over- 
whelming amount of their own money into, then I would say we would 
have an entirely different situation, and no matter what the company 
is, the possibilities of the Government there would be much greater, 
and should be taken care of in drawing the contracts. 

Dr. Waterman. You see, Mr. Chairman, after all, the situation is 
simply this: we are asking the company to build a box that they know 
how to build. Well, it is purely of use to the basic research people in 
studying this problem. But anyone who knows the field cannot per- 
ceive any possible way that it could ever be used commercially except 
for special basic research at this particular stage. 

To a scientist this looks like straining a point, but, as Mr. Hoff 
said, if we foresee any possibility in a thing like this, we would cer- 
tainly guard against this by a suitable clause. 

Senator Lone. I have no further questions. 

Thank you very much. 

I was going to hear Mr. Herbert B. Warburton of the Post Office 
Department, but if you do not object, I believe we will recess and let 
you have some lunch, because we will have some questions to ask you 
when you return at 2 o’clock. We will meet here then at 2 o’clock. 

(Whereupon, the hearning was recessed at 12:30 p.m., to reconvene 
at 2 p.m., the same day.) 

AFTERNOON SESSION 


Senator Lone. All right, Mr. Warburton, come forward and sum- 
marize your statement briefly. 


STATEMENT OF HERBERT B. WARBURTON, GENERAL COUNSEL, 
POST OFFICE DEPARTMENT; ACCOMPANIED BY LOUIS J. DOYLE, 
ASSOCIATE GENERAL COUNSEL; ADAM G. WENCHEL, ASSISTANT 
GENERAL COUNSEL; AND RAYMOND B. ROBINSON, ASSISTANT 
MANAGER, PROGRAMING AND CONTROL STAFF, OFFICE OF 
RESEARCH AND ENGINEERING 


Mr. Warsvrron. It is pretty much in summary form, Mr. Chair- 
man. 

Senator Lone. Read it if you want to. 

Mr. Warsvurton, I think it would be more helpful. 

Mr. Chairman, I am Herbert B. Warburton, General Counsel for 
the Post Office Department. I am accompained by Mr. Louis J. 
Doyle, Associate General Counsel, Mr. Adam G. Wenchel, Assistant 
General Counsel, and Mr. Raymond B. Robinson, who is Assistant 
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Manager, Programing and Control Staff, Office of Research and 
Engineering. 

The Post Office Department entered into the research and develop- 
ment contract field in 1949 when the Congress enacted the first statute 
directing that it embark on this type of activity, and the citation for 
that staute is title 39 United States Code, section 847 and 847(a). 

The purpose was to introduce modern practices in the postal field 
service, with emphasis on the development of new mail handling 
machinery and equipment. 

The first Post Office Department developmental contract was let 
in fiscal year 1952. The initial momentum was giving to the program 
with the Department’s establishment of the Office of the Chief 
Industrial Engineer early in 1953. That office eventually was desig- 
nated as the Office of Research and Engineering. 

The Department has entered into a total of 39 contracts of this type 
since 1952 and their objectives have been and are for the development 
of, as example, — and culling machines, mail sorters, electronic 
reading machines, and the like. 

The Post Office Department had 14 research and development con- 
tracts in force as of September 21, 1959. The total amount of money 
obligated was $7,511,320. Of these contracts, nine were held by what 
may be designated as small businesses. In fact, the Department has 
and continues to seek the active engagement of this type of business 
concern in this work. 

Since the Post Office Department entered into this field relatively 
recently, when, in its understanding, a general Government patent 
practice had been established, it naturally fell into line with that prac- 
tice and adopted the Armed Services Procurement Regulations clause 
on patent rights. The Department has felt not only that it did not 
have the experience necessary to strike out in a direction different from 
other Government contracting agencies, but also felt that any major 
deviation from the general practice would result in confusion. 

Therefore, the policy of the Post Office Department with regard to 
patent rights under research and development contracts is to require 
the contractor to grant to the U.S. Government an irrevocable, royalty- 
free license to practice, and cause to be practiced, by or for the U.S. 
Government, throughout the world, each subject invention in the 
manufacture, use, and disposition, according to law, of any article or 
material, and in the use of any method. The type of organization 
involved as the contractor is immaterial. 

The Government’s license, so granted, is nonexclusive. The con- 
tractor is free to grant licenses to others, and the Government may 
not, under its license, manufacture, have manufactured, or use any 
subject invention to provide services or supplies to the general public 
in competition with the contractor or any of his commercial licensees. 
However, it is further provided in our contracts that the U.S. Govern- 
ment, acting through the Post Office Department, may grant or autho- 
rize the granting of a sublicense to one or more foreign governments 
for use, in such instances, solely in that Government’s mail handling 
activities, 

_This policy leaves the contractor free to hold title to all patents, 
either domestic or foreign, on any subject invention, to grant licenses 
to others, and to avail himself of all commercial applications and 
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benefits, while permitting the U.S. Government to avail itself of all 
applications for governmental operations and purposes, and to sub- 
license foreign governments when such is advantageous to the United 
States, either politically or in connection with an exchange of technical 
information. 

In all research and development contracts, regardless of the type of 
organization involved, it is the Post Office Department’s policy to 
include provisions whereby the Government may duplicate, use, and 
disclose in any manner and for any purpose whatsoever, and have 
others so do, all subject data delivered under the contract. It is pro- 
vided also that if any subject data are, at the time or any time there- 
after, covered by copyright, the contractor will grant to the Govern- 
ment, its officers, agents and employees acting within the scope of 
their official duties, a royalty-free, nonexclusive, irrevocable license 
throughout the world, to publish, translate, reproduce, deliver, per- 
form, dispose of, and to authorize others so to do. 

As a result of its research and development program, the Depart- 
ment is beginning to collect technical data of various types. Thus 
far, it is not aware of any desire on the part of business for access to 
these data. However, should requests be made for such access, the 
Post. Office Department would consider them sympathetically, of 
course. 

In Senate Report No. 97, Senate Judiciary Committee, dated March 
9, 1959, it was stated on page 1 that “* * * the President’s budget for 
1960 submitted to Congress asked for over $5 billion for research and 
development * * *.” The Post Office Department requested $514 
million, or about eleven-tenths of 1 percent. All of this money does 
not go for funding research and development contracts of the nature 
we are discussing here, in the sense that a portion pays for the salaries 
of employees, and like uses. The comparison does appear to support 
the proposition, however, that the Department’s effect upon the econ- 
omy in the area in which this subcommittee is interested is insignif- 
icant. 

The Department has entered into 39 research and development 
contracts since the beginning of its program in 1952. Contractors 
have reported the filing of 25 applications for the granting of patents 
under the program, four of which have been granted. 

This Department is aware of the controversy as to whether com- 
mercial title to inventions made under research and development 
contracts should be retained by the contractor or the Government. 
Thus far, Congress has not spoken. Absent a definitive decision by 
the Congress, each Government agency must decide for itself what 
disposition of interests in inventions made as a result of research and 
development contracts will best promote the Government’s interest. 
We believe that the policy which this Department has followed best 
serves the Government’s interests. 

Mr. Warsurron. Thank you. 

Senator Lone. We will go ahead with questions from counsel. 
Would you like to ask some questions, Mr. Gordon? 

Mr. anor. What is the basis for your statement on page 2 that 


a general Government patent practice had been established ? 

My impression was that it had not been established. 

Mr. Warsurton. Mr. Gordon, when this program was initiated, 
we had no patent experts in the Department. We made what was 
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to us as good a survey as could be made by inquiry and it appeared 
to us that there was the general Government practice to which I refer 
here. 

Mr. Gorpon. There is no general Government practice, is there? 

Mr. Warpsurton. Let me say it this way, sir, that it appeared to 
us that the predominant number of the agencies which were involved 
in the type of activity we were about to embark on seemed to follow 
this Government patent practice which fell in line with the Armed 
Services Procurement Regulations clause on patent rights. This is 
the best information that we have been able to develop, sir, as to how 
our present procedure initiated. 

Mr. Gorvon. You stated that the Department of Defense is engaged 
in performing the same type of functions you perform. 

Mr. Warsurton. In the sense that we basically seek to secure as the 
end product of our research and development contracts, hardware 
which is basically and primarily intended for the purpose of the 
Post Office Department. 

Mr. Gorvon. Are you acquainted with the Senate Patent Subcom- 
mittee’s report? 

Mr. Warsurton. Yes, to an extent. 

Mr. Gorpon. Do you recall the discussion of the particular clause 
by which the contractor is free to grant licenses to others and that 
the Government may not under this license manufacture, have manu- 
factured, or use any subject invention to provide services or supplies 
to the general public in competition with the contractor or any of its 
commercial licensees ? 

Mr. Warsurton. That is right, sir. 

Mr. Gorvon. Now, the Railway Express Agency and other such 
firms believe that you are in competition with them in the handling 
of parcel post for example. You are aware of that, are you not? 

Mr. Warsurton. I think that without question a similar type of 
service is performed in certain areas. 

Mr. Gorvon. Conceivably, they could regard their activities as 
being in competition with those of the Post Office ? 

Mr. Warsurron. I imagine that could be their attitude, Mr. Gordon. 

Mr. Gorpon. If that is their attitude, then, it is not possible that 
they can block you from using those very machines which you paid 
to have developed ? 

Mr. Warsurton. Could I ask you to repeat that question, Mr. 
Gordon ¢ 

Mr. Gorvon. If they decide that they are in competition with you, 
they can probably block the use of those machines which you paid 
to have developed. Isn’t that correct ? 

Mr. Warsurton. No, sir, because we have the license and even 
though Railway Express, for example, in the performance of its 
function, contracted with the contractor with whom we originally 
contracted to procure that type of machine for their purposes, this 
wouldn’t block us from securing that type of machine for our purposes, 

Mr. Gorvon. Wait a second. It says here in your contract, that 
the contractor is free to grant licenses to others in competition with 
the Post Office Department. Is that correct? 

Mr. Warsurton. That is right, sir. 

Mr. Gorpon. And the Government may not under its license manu- 
facture, have manufactured, or use any subject invention to provide 

49646—60———14 
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services or supplies to the general public in competition with the 
contractor or any of his commercial licensees. 

Mr. Warsurron. Our understanding of that clause, Mr. Gordon, 
is that we consider that their purpose is distinct from that of the parcel 
post service and we therefore feel that the clause does not have the 
result that you indicate it might have. 

Mr. Gorpon. Before the Senate Post Office and Civil Service Com- 
mittee, the Railway Express Agency regarded the Post Office Depart- 
ment’s parcel post service as a competitive service. 

Mr. Warsurton. That is right, sir. 

Mr. Gorvon. Now, they can probably take you into court and 
say, “Look, we are in competition with you even though you may 
have paid for the development of this particular item.” 

Mr. Warsurton. Well, the Railway Express Agency on that basis 
is entering into court and I don’t think it would prevail, because it 
is not legally able to enjoin the Federal Government and the De- 
partment, but by the same token, as I indicated, we have not experi- 
enced under this clause the situation that you seem concerned about. 

Mr. Gorvon. But don’t you put yourself in a position where you 
expose yourself to such action ? 

Mr. Warsurton. It could be. I presume, Mr. Gordon, the De- 
partment could become involved in a controversy on that clause as 
on any other clause. 

Mr. Gorvon. But this particular clause seems to be an invitation 
to a lawsuit. 

I am an economist not a lawyer, and when I read this it seems 
to be quite obvious to me. 

Mr. Ansserry. Mr. Warburton, are you putting your argument 
on the basis that sovereign union would protect the Government 
from suit in this case? 

Mr. Warsurton. No, we are putting our argument on the initial 
basis that we felt, as demonstrated by the fact that this clause is 
included in the ASPR as we adopt it in our contracts, that this lan- 
guage does not raise the basic difficulty to which Mr. Gordon refers. 
We can be involved in a legal] controversy, including this; even if 
we were involved in a controversy on this score we could still pre- 
vail on the legal merits. We do not rely solely on that latter ability. 

If that were our situation, we as attorneys would not have this 
included in our contracts. 

Mr. Ansperry. I think the two clauses in your contract a little 
bit inconsistent. 

Mr. Warsurton. Which are those, sir? 

Mr. Ansprrry. There is one clause that says the Government has 
got a nonexclusive 

Mr. Warpsvurton. Well, that is irrevocable in a sense. 

Mr. Ansperry. Yes. There is another that says it can’t use that 
in competition with the inventive contractor for public benefit, bene- 
fit of the general public. 

Now bear in mind that money that you are spending is presumably 
spent for the general welfare. 

I don’t see how, having spent the money for the general welfare, 
we cannot have a clause that says you cannot use it for the benefit 
of the general Government but you can use it for the benefit of the 
general public. The two are essentially the same thing. 
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Mr. Warsvurton. Essentially the same parties, yes. 

Mr. Gorvon. I could very well understand why the armed services 
would—although I don’t agree with it—have a clause like this because 
nobody is going to produce arms and planes for use in commercial 
markets in competition with the Government. But the Post Office 
is clearly a civilian organization and I cannot understand why the 
ASPR clause which may be suited particularly to the kind of materiel 
that the defense services are interested in, could be applied to civilian 
items. 

Mr. Ansperry. Let me ask you this question : 

Did you investigate, for instance, the patent policy of the AEC and 
the patent policy of the Department of Agriculture before adopting 
a DOD policy? 

Mr. Warsvurton. As I indicated earlier, sir, according to the best 
historical information that we can determine, at the time we entered 
on this program, beginning with the statute in 1949, there was appar- 
ently an examination made of the various policies of the various 
agencies. 

I could give you no precise information, sir, because we have been 
just unable to find it in the files. 

Mr. Ansperry. Going back to my previous question, do you think 
those two parts of the clause are consistent with each other ? 

Mr. Warsurton. We have not thought of it previously as being 
inconsistent. 

I would like to think about that and give you an answer to it." 

Senator Lona. The point that impresses me is that made by the 
Patent Subcommittee of the Committee on the Judiciary. I would 
presume that that committee staff has a lot of good lawyers on it and 
the chairman is regarded as a good lawyer himself. Incidentally, he 
was Assistant Postmaster General at one time. Here is the language: 

Instead, he is required to grant to the U.S. Government an irrevocable, free 
license. With this license, the Government may practice or cause to be practiced 
throughout the world, each invention but with the limitation the Government 
may not use this license in competition with the contractor or any of his 
commercial licensees. 

Now, that would mean this to me, that the Government cannot li- 
cense any other firm to manufacture this piece of equipment developed 
with Government funds because that firm would be in competition 
with the contractor who did the research for the Federal Government. 

So you couldn’t license anybody to manufacture the equipment in 
competition with the contractor, if the contractor wanted to manu- 
facture and sell this equipment. If he gave a license to the Railway 
Express, you couldn’t use it even if you bought it. 

Can you see any other interpretation on that ? 

Mr. Warsurton. Excuse me, just one second. 

Senator, the premise that we have gone is the thought that there is 
no inconsistency; that first we can have it manufactured for us, for 
the Post Office Department, and secondarily, we are not in competition. 

Now, Mr. Gordon, of course, indicates he feels that the Railway Ex- 
pe Agency has specified they are in competition in parcel post and 

as raised this question in his mind. 





tg exhibit VIII, beginning p. 213, for information subsequently submitted for the 
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Senator Lone. Well now, I personally reported a bill to take you 
out of transporting certain types of materials when I was on the Post 
Office Committee because I was satisfied that you were in competition 
with private industry. The previous Postmaster General came up 
and testified before the committee that you were in competition with 
the Railway Express Agency, for example, in the parcel post end of it. 
It seemed to me that it was well understood such activities were 
competitive. 

You say that these people can’t sue you because of the sovereignty 
of the Federal Union, but they can refuse to deliver any more equip- 
ment to you even if you need it. Although you paid to have it de- 
veloped, you would be powerless to do anything about it. 

The question that occurs to me is why you would want to enter 
into a contract in the first place if you have to hide behind this sov- 
ereignty of the Union. 

Mr. Warsurton. That is one aspect of it. That we could antici- 
pate the controversy that would arise under any clause in the contract. 

This did not deny the fact that we do not believe and have not be- 
lieved up to this point that there was an inconsistency, and I indicated 
that the matter of sovereignty is only a question that could be raised in 
a defense, in the event a controversy arose, not destroying our belief 
that these two clauses are not inconsistent. 

I would like to suggest to the chairman, if I may, because this mat- 
ter is of concern to the committee, that we would like to examine it 
and if we may, by letter or otherwise, indicate to you the reasons why 
we express the position we do.” 

Senator Lone. Well, it never occurred to you that you might find 
yourself in that position when you agreed to that condition, did it ? 

Mr. Warsvurton. No, it did not, Senator; and that I think is what 
I have been trying to say here in response to these questions. 

The bulk of our research and development contracts up to this 
stage have dealt completely with letter mail so this didn’t raise the 
question. 

Senator Lone. We had a witness up here just prior to you who 
agreed to a condition in the contract that the Government’s license 
rights under that contract would preclude the right to use that license 
for the benefit of the public. 

Mr. Warsurron. We heard the doctor testify. 

Senator Lone. These people thought they had not given anything 
away in the public interest, but it seems to me the fellow who insists 
on putting that in the contract definitely had something in mind when 
he insisted on that statement. 

I would suggest that you supply something on that.’ 

Mr. Warsvurron. I will be very happy to report to you on that. 

Mr. Gorpon. Are you still using the clause on page 4? 

Mr. Warsvurton. Yes. 

Mr. Gorvon. The Patent Subcommittee’s report to which I pre- 
viously referred came out probably several months ago. Are you 
still using this clause ? 

Mr. Warsurtron. We haven’t received that report. I haven’t read 
that one. 


16 See exhibit VIII(A), p. 213. 
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Mr. Gorpon. You have not received that report? 

Mr. Warsourton. No. 

Mr. Gorpon. You haven’t read it? 

Mr. Warsurton. No, we haven’t even seen that report. 

Mr. Gorpvon. It discusses the patent rights of the Post Office 
Department. 

Mr. Warsvurron. Mr. Gordon, what is the date on that report ? 

Mr. Gorvon. It came out, perhaps, about a month ago. 

Mr. Ansperry. November 5, 1959. 

Mr. Gorpon. What is the subject matter of the 25 applications for 
patents you mentioned on page 4 (see p. 200) of your statement? 

Mr. Rostnson. I do not have all of the titles here. However, I 
can submit that information for the record and will be glad to do so. ** 

Mr. Gorvon. Without giving me the titles now, could you answer 
the following question: Can these inventions be used to perform 
needed functions for private business ? 

Mr. Rogstnson. To perform any function in private business? 

Mr. Gorpvon. Could they be used by private business? Would 
they have any commercial application at all? 

Mr. Rozrnson. Well, I will have to say that the contractors who 
applied for these applications felt that they would have commercial 
application. 

Mr. Gorpon. Under your present patent policy, however, can’t the 
contractor prevent the use of a patent for commercial purposes by 
anyone other than a firm he chooses to license ? 

Mr. Warsvcrton. As to commercial applications, Mr. Gordon, yes. 
As to Post Office applications, our position has been no, because 
it is not the Department’s intention to compete in the commercial 
application with the contractor holding the patent. 

Mr. Gorpon. You give all patent rights to the contractor, is that 
correct ? 

Mr. Warsvurton. That is right, sir, we do not operate under the 
title theory but under the license theory. 

Mr. Gorpon. And the contractor can select any licensee he desires? 

Mr. Warsurton. That is right, sir. 

Mr. Ansperry. Mr. Warburton, you testified that this policy was 
adopted in 1949 at the time the statute to which you referred was 
adopted and you testified you were not too familiar what had been 
done at that time. 

Now do you think that the contrary policy of the AEC and also 
of the Department of Agriculture where the Government takes title 
to patents should have been explored by the Post Office Department 
before deciding that the DOD position was the best one for its 
purposes ? 

Mr. Warsurtron. Let me make one comment concerning the ear- 
her part of your statement, sir. 

As well as are able to determine, the statute was enacted in 1949 


but, apparently, the policy was not adopted in this form until about 
1952. 





7 Patent practices of the Post Office Department. Preliminary report of the Subcommit- 
tee on Patents. Trademarks, and Copyrights, Senate Judiciary Committee, 86th Cong., 1st 
sess. (committee print). 

#8 See exhibit VIII(B), p. 215. 
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Mr. AnsBerRRY. By whom was it adopted ? 

Mr. Warzvurton. It would have been Mr. Jesse M. Donaldson who 
was Postmaster General then. 

Mr. Gorpon. Mr. Warburton, if a businessman, small or large, 
asks you for permission to examine the technical data referred to on 
page 4 (see p. 200) of your statement, can you let him see it ? 

Mr. Warsurton. Oh, yes; yes, indeed. 

Mr. Gorpvon. I was under the impression that under the present 
research and development contracts it would be breaching the con- 
tract if you let anyone look at this data without your contractor’s 
consent. 

Mr. Warevrton. Well 

Mr. Ansperry. Mr. Warburton 

Mr. WarsurtTon. Excuse me just one moment if I may. I would 
like to answer the question this gentleman asked before. 

As I indicated in our statement, sir, we are very conscious of the 
fact that there is and has been a question as to what the Government 
policy should be in this area of patent rights and, again, as I indicated, 
we believe that the individual agency is to a great extent, if not 
totally, dependent upon its own determination as to which policy it 
feels would be best suited to its purposes. 

This is the reason why we understand, historically, this policy 
was adopted. 

I think I also should say to you that we have been attempting as 
well as we are able to do so, and I mean by that various public infor- 
mation is put out, to keep abreast of the current attitude. Thus we 
are awaiting the report of the task force mentioned this morning to 
analyze our policy on this score. 

For example, [ should point out to you as an illustration that our 
license eliminated the nontransferability provision of ASPR and also 
incidentally as to the foreign rights, and we do attempt to stay within 
the review on this. 

We would appreciate some definition by the Congress. 

We would appreciate some delineation by the Congress as to what 
the national policy should be in this area. 

Mr. Gorvon. Let’s come back to my question. Do you remember 
the question ¢ 

Mr. Warsurton. No, I amsorry I don’t. 

Mr. Gorpon. Isn’t it true that under your present research and 
development contracts you would breach the contract if you let any- 
one else look at this data without your contractor’s consent ? 

Will you please analyze that ? 

Mr. Warsurton. It is our opinion that that is not the case. 

Senator Lone. Let me ask you this question. Suppose you came 
up 2 a machine that sorts mail, and I suppose you are working 
on that. 

Mr. Warsurton. That is really a primary objective at this stage. 

Senator Lona. Now let us assume that you give a contract to some- 
body, for maybe a million dollars, to see if he can develop a better 
mail-sorting machine. Would it be beyond the realm of possibility 








that you would give a contract to develop that item ? 
Mr. Warsurton. No, not at all. 
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Senator Lona. Because after all, if you could get a machine that 
would do the thing you would like it to do, it would be of benefit to 
the Government and the people. 

Mr. Warsvurton. That is right. 

Senator Lone. It would save many billions of dollars over a pe- 
riod of years. 

Mr. Warsurton. That is right. 

Senator Lone. Now, if this fellow takes a contract and he is 
successful in developing something good, wouldn’t it stand to reason 
that you could buy those machines through the years a lot more 
cheaply if he had to compete with others for the business, for their 
production, than if he were to become the sole supplier of that 
commodity ? 

Mr. Warsurton. That is what we do. In sketch outline, Senator, 
and Mr. Robinson may desire to amplify this. I think I may truth- 
fully and safely say to you that what we do is to search the field 
when we are interested in entering into a research and development 
contract for the purpose you have just indicated. The reason for 
our searching the field is to find within the experience of our en- 
gineers, and even if necessary those of other departments and agencies, 
the organization that seems best qualified to embark on that type of 
R. & D. program. 

When the program has been completed and the result of it has 
been accepted by the Post Office Department, our usual practice is 
then to put it out for advertisement and bid. 

Senator Lone. But you permit this fellow to have these exclusive 
rights to this piece of machinery which you pay him to develop. 

It seems to me that you are not in any position to get competition 
from that point forward, that is price competition, vigorous, effec- 
tive competition, to assure you makes price and the best cost on the 
manufacturing of it. 

Mr. Warsurton. What we do, sir, is to license the low bidder who 
responds to our advertisements and I think I should say to you, sir, 
that at the present time we are preparing a bid package upon a mail 
sorter that has now been completed and prototyped and has been 
accepted by the Department. 

That bid package will go out in the next week or so. 

Senator Lone. Let me see if I have this straight now. 

Let’s say you sign a contract for a million dollars with a man to 
develop a machine that will do a task that you want done. Now 
you don’t know whether he could do it or not, but you hope he will 
come up with it. 

Mr. Warsvurton. That is right. 

Senator Lone. If I understand correctly, under that contract you 
will permit him to have the patent rights with the license to the 
Government. 

Mr. Warsurton. Which is transferable by us. 

Senator Lone. Then you would have the right to transfer that. 

Mr. Warsurton. That is right, sir. 

Senator Lone. But if I understand this clause you would not have 
the right, even if you transferred it, to manufacture this item in com- 
petition with the man who developed it to begin with. 

Mr. Warsvrton. If his development is for commercial use. 








208 PATENT POLICIES OF THE FEDERAL GOVERNMENT—1959 


Our interest in development and interest in manufacture is only for 
postal use and this is where we then get into the question, it seems to 
me, that Mr. Gordon originally raised which we indicated we were 
going to reconsider. 
~ But we are talking and have based our contention on the facts that 
our interest has always been postal use and not commercial use. 

Senator Lone. So your feeling is that the intention of your policy 
was that you could license anyone to manufacture this commodity. 

Mr. Warsurton. The low bidder when production is started. 

Senator Lone. Against the fellow who developed it ? 

Mr. Warsvrton. That is right. 

Senator Lone. And that he could manufacture it for you, but that 
he could not manufacture it for sale? 

Mr. Warsvurron. That is not correct, Senator. 

Senator Lone. For sale to private business. 

Mr. Warsvurton. He could manufacture it for commerical sale to 
the Railway Express Agency, for example, as Mr. Gordon indicated 
a few minutes ago. 

Senator Lone. Yes. 

Mr. Gorpvon. I understand that one of your contractors, Pitney- 
Bowes, was charged by the Justice Department of having monopolized 
the production of postage meter machines and postal machinery. Is 
that correct? 

Mr. Warsvrron. Not postal machinery, just postal meters. 

Mr. Gorpon. What, if any, assurance do you have that Pitney- 
Bowes or one of your other contractors will not obtain a patent on 
an item developed with public funds which will give him a monopoly 
of the letter or package machinery sorting business? Do you have 
any safeguards at all in your contract ? 

Mr. Warsvurton. Not as to commerical application, Mr. Gordon. 

Mr. Gorpon. For all you know, you could be giving somebody 
a monopoly in a particular field, the commercial field. 

Mr. Warsurton. We can give, under our form of contract, to 
the original contractor the ability under existing patent laws to 
practice the exclusive commercial right. 

Mr. Gorpon. Pitney-Bowes already has great market power in 
the manufacture and sale of particular items. He could certainly 
add to this market power, couldn’t he? 

Mr. Warevurtron. Mr. Gordon, let me clarify this point and then 
attempt to answer your question specifically. 

The matter of the Pitney-Bowes monopoly on postal meters was 
a matter of no concern to us in this sense that we are not interested 
in the manufacture of postal meters because they were not manu- 
factured for us. They are commercial items. 

Any manufacturer can enter into that area and the only relation- 
ship the Post Office Department has to that particular item over 
which the controversy with the Department of Justice developed is 
that we must approve the type of meter, and I believe that we have 
at the present time five manufacturers whose meters are officially 
approved by the Department. 

I want to clarify that we had no part in that particular relation- 
ship. We could not have prevented it. 

I think the specific answer to your question would depend upon 
whether there is a commercial need or a commercial application. 
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Mr. Gorpon. Is there or could there conceivably be commercial 
applications to any of these items you are having developed for 
Post. Office use / 

Mr. Warsurtron. Well, at the present time, not being an engineer, 
for example, I can see and I can understand that there is basically 
no foreseeability of a commercial application of a mail sorter that 
I described to the Senator a few moments ago when I indicated we 
are putting out a bid package on it in the next week or so. 

By the same token, I think it is conceivable. 

Senator Lone. It would apply to certain component parts that 
you develop in a mail sorter that could be used by businesses in a 
great number of respects. ; 

Mr. Warscrton. I think that is true, sir. 

Senator Lone. It seems to me that especially large corporations, 
companies doing a mail-order business, or companies doing direct 
mail advertising, could find use for some of the machines that would 
be developed under a contract to make a mail sorter. 

Mr. Warsurron. It is conceivable. It could be an application 
for commercial use. 

I think this is indicated by the fact, as Mr. Robinson said, that 
we have contractors who have filed 24 or 29 applications, whatever 
the figure may be. 

Senator Lone. The only thought that occurs to me about it is 
that as a taxpayer—and I am paying your salary and helping pay 
my own in some respects, and I do that when income-tax-paying 
time comes around 

Mr. Warsurron. I am afraid we are both in that situation. 

Senator Lone. Yes. And in my capacity as a taxpayer, I am 
paying for development of certain machinery. 

Mr. Warsurton. That is right, sir. 

Senator Lone. Now, if this is successful and businessmen want to 
buy that type of machinery for use in their business to produce goods 
I want to buy, then the royalty fee has to be passed along to me. 
As a consumer, I am paying a second time, the royalty fee, on this 
very thing that I, as a taxpayer, have paid to develop. It just seems 
to me that if you recognize that the consumer is a taxpayer—and I 
don’t know of any consumer who is not a taxpayer—failure to take 
patent rights to this or place it in the public domain tends to work 
out so that the consumer, who is the taxpayer, is paying a second time 
for something he has paid to develop. 

Are your contracts on a bid basis or cost-plus-fixed-fee basis, or 
both ? 

Mr. Warpsvrron. Our research and development contracts are on 
a cost-plus-fixed-fee basis. 

Senator Lone. And how much does your fixed-fee average out to, 
what percentage ? 

Mr. Ropinson. Well, of course, that is a subject of negotiation,. 
Senator, but it ranges, I would say, from about 6 to 9 percent of the 
estimated cost, depending upon certain circumstances, certain con- 
siderations. 

Senator Lone. Let me ask you this. If you should put in your 
contracts, sir, a proposal to develop a certain machine or certain type 
of machinery, and the Government would have exclusive patent. 
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rights to it when it was developed, do you think that you would have 
any difficulty in getting large concerns like, let’s say, Remington 
Rand, IBM, National Cash Register, people like that to bid on the 
machine? 

Mr. Warsurton. Senator, we have thrown out this kind of a thing, 
I understand, in some of our negotiations. I think I can say safely 
that an adverse reaction was secured, and would in the future be 
secured, both from big business and small business. 

Senator Lone. Well now, has it occurred to you to offer such a 
contract like that on such a basis where you just ask one question 
down at the bottom, “If you are successful in developing this are 
you willing to turn over all rights to the U.S. Government?” 

Do you think that it might be worth looking into to see if you 
could get a bid of that sort ? 

Mr. Warsurton. I don’t think that we would be able to consummate 
a negotiation of that kind, Senator, at the present time. 

Senator Lone. Do you know what luck the Atomic Energy Com- 
mission has had with such a policy as that ? 

Mr. Warzsurton. No, I don’t know other than that I do understand, 
of course, that they follow the title theory. Again, I think that there 
are certain aspects that they differentiate in their situations from ours, 
and I understand they are in an area that is substantially different 
m9 ours and apparently, as I understand it, they have an alternative 

olicy. 

f I am not very clear on this and I will be quite frank to say that 
to you. 

I understand they have a flexibility or latitude that we don’t have 
in the Post Office Department unless we get it by negotiation. 

Senator Lone. We had two small businesses—say that they are 
taking work for the Government without patent rights— 

Mr. Warsurton. Let me say this to you. From our standpoint, as 
I indicated in my statement, we would be very happy to have a Govern- 
ment policy on this one way or the other, and by the same token, in 
fact, we discussed this at the luncheon hour after we listened to the 
testimony this morning, anticipating that your interest would lie in 
this area. 

We will be glad to try a negotiation on this basis, but my present 
prediction is that it won’t be a successful negotiation. 

Senator Lone. Well my guess would be this, that if you simply put 
these things out for bid and asked in the contract, “If you are success- 
ful in getting this contract would you be willing to turn over all rights 
to what you develop to the U.S. Government or Post Office Depart- 
ment?” My guess would be that you wouldn’t have any difficulty 
finding plenty of people who would answer “Yes.” 

That would be true especially if they knew it might be a determining 
factor in getting the contract. 

Mr. Warsurton. You indicated in your recitation just then that 
we put this kind of phraseology on the contract we put out for bid. 
I invite your attention to the fact that we don’t bid these contracts. 
These are all face-to-face negotiations after we have attempted to 
determine who we feel is the best qualified prospective contractor, 
you see. 
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So these all fall within a direct face-to-face negotiation with one 
contractor. We go out to bid after we have received the result of the 
research and development contract and have accepted the product. 

Senator Lone. The complicated office machinery, let’s say IBM or 
Remington Rand, Burroughs calculators, National Cash Register, 
anybody in that kind of business—the complicated technical business 
of machinery would probably be qualified to undertake the contract 
to develop the type of thing you are talking about. 

Mr. Warsurton. I would think so. 

Senator Lone. And my thought is on a cost-plus-fixed-fee basis 
where a fellow can’t lose money, where he has to make it, there is no 
way to lose on that, if you ask four or five different people probably 
one of them would say yes, he would give you the proprietary rights. 

The point is that you don’t know because you haven’t tried. 

Mr. Warpsurton. We have historically uncovered what we feel were 
a few true experiences and I must indicate to you, as I did when I 
related those circumstances earlier, that the information and detail 
which now exist with respect to them is basically in people’s minds 
so we can’t demonstrate this accurately. But it appears such nego- 
tiations failed. 

Mr. Gorvon. Mr. Warburton, I am not satisfied with this Pitney- 
Bowes business. 

Will you please clarify this for me? Pitney-Bowes was charged 
by the Justice Department with having monopolized the postage- 
meter-machinery business. 

Mr. Warsurton. That is correct. 

Mr. Gorvon. Now, what relationship did you have with Pitney- 
Bowes? Did you give them a research and development contract # 

Mr. Warsurron. Not with respect to that item, sir. 

That item is an item that was developed by Pitney-Bowes on its 
own, and it is a device similar to the devices that four other companies 
have also developed on their own, which five companies, includin 
Pitney-Bowes, we have licensed. These companies commercially an 
privately manufacture a postal meter—yes, a postal meter machine 
which is adequate and satisfactory to the requirements of the Postal 
Service. 

So that was not based on a research and development contract. 
Mr. Doyle indicated to me, and it may be of interest to you, that the 
and the other four licensed or approved manufacturers, rent and sell 
to members of the public. We have no part in that aspect of it. 

Mr. Gorvon. Was this secured on a competitive basis? Did Pitney- 
Bowes secure this on a competitive basis? 

Mr. Warsurton. Secure what? 

Mr. Gorvon. This contract. 

Mr. Warsurton. This item was not developed on a contract sup- 
ported by the Department. There was no contract. 

This was an invention paid for in development by Pitney-Bowes 
and by the four other companies. 

Mr. Gorpon. Do you have the legal assurance that if a contractor 
secures a patent resulting from your R. & D. funds that he will not 
exclude competitors from making the patented machines? 

Mr. Warevurton. No; we have no legal assurance, Mr. Gordon, 
with respect to its commercial application. 
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Mr. Gorvon. In other words, you could be giving somebody a 
monopoly and you don’t erect any safeguards against this kind of 
situation, is that correct ? 

Mr. Warsurron. With regard to commercial application, following 
the theory that we do, no. 

Mr. Gorpon. Mr. Warburton, can you give us some information 
anon these leasing arrangements that you have for automatic post 
offices ? 

Mr. Warsurron. Information in what way, sir? 

Mr. Gorpon. As we understand it, the Post Office Department or 
somebody is building post offices with all kinds of automatic equip- 
ment in them. 

Mr. Warsurton. That is right. 

Mr. Gorpon. Are you building it yourself or having somebody else 
build it for you ? 

Mr. Warsurton. The new postal laboratory facility as it is called at 
Providence, R.1., known as “Turnkey,” is being developed on the basis 
of a contract of the Post Office Department with International Tele- 
phone & Telegraph Co. which company will be, upon the completion 
of the building and the complete mail-handling system, the owner of 
the total package, and it will lease it to the Government. 

Mr. Gorpon. This includes the building as well as the machinery? 

Mr. Warsurton. The total works. We took an option on the tract 
of land we had picked out in the New England area for the erection of 
this laboratory and mail-handling facility and under our contract 
with them, the option is assigned to them. 

They purchased the option therefor, and paid the price of the land 
from the owners of the land. 

They complete the whole installation, according to our specifications 
and acceptance. Then they lease the facilities in toto as the owners, 
to the Post Office Department, on an annual basis. 

Mr. Gorpon. Can you give us some idea how much this is going to 
cost I.T. & T. for the building as well as the machinery ? 

Mr. Warsurton. No, I couldn’t, but, Mr. Gordon, I would be very 
happy to give you a full description of this transaction, including that 
factor.’® 

I should also point out to you, to give a complete answer to your 
question because I have described only half of it, that at the present 
time we are engaged in negotiating a contract with the Food Machin- 
ery Corp. for the establishment of a second postal laboratory and 
mail-handling facility on the west coast, in Oakland, which will handle 
the complete bay area.’ 

We have approachied this one on the advice of the Postmaster Gen- 
eral’s Citizens Advisory Committee upon this basis, that the final 
result of the negotiations will be a research and development contract 
whose end product will be the presentation to the Post Office Depart- 
ment of everything that is necessary for the establishment of that 
facility, including building design, all the architectural and engi- 
neering work, and the total indentification of the whole mail-handling 
procedure, in a bid package, which will then go out on competitive 


bidding. 


19 See exhibit VIII(C), p. 216. 
1% See exhibit VIII(D), p. 217. 
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Mr. Gorpon. Let me ask you this. Are you going to pay rental 
for both the building and machinery ? 

Mr. Warsurton. As the end result of both of these contracts, yes. 

Mr. Gorpon. Was this machinery developed by I.T. & T. at Govern- 
ment expense ? 

Mr. Warsurron. This is its own development there. 

Mr. Gorvon. At the end of a period the Government owns nothing. 
It ismerely renting this in perpetuity, is it? 

Mr. Warsurton. No, the lease, as I recall, will be for a 30-year 
term, renewable to 50 years by two 10-year increments at the end of the 
basic term, with the option on the part of the Government at any time 
during the term or any renewal to purchase if it desires to do so. 

Mr. Gorpon. Why was this done this way?’ Was it because it was 
cheaper both in the short and long run ? 

Mr. Warsurron. It appeared to us to be that way, sir. 

Mr. Gorvon. The short run or the long run ? 

Mr. Warsurton. In the long run, of course. 

Mr. AnsBerry. What is the basis of the rent? In other words, 
what percentage of the cost of the installation is the rental? 

Mr. Warsurton. I will have to refresh my memory on those details. 

I didn’t anticipate you would be interested in them. We will be 
glad to give you full details on the transaction.” 

I must indicate, Senator, if I may, as I stated a moment ago with 
respect to the negotiations being conducted concerning the west coast 
installation, that we are right in the middle of that negotiation now. 

I therefore would ask your permission to advise you of its details 
after we have completed negotiations. 

Senator Lone. Thank you so much. 

(Information subsequently supplied by Mr. Warburton follows :) 


ExuHiIBiT VIII (A) 


INFORMATION SUBSEQUENTLY SUPPLIED BY HERBERT B. WARBURTON, GENERAL 
COUNSEL, Post OFFICE DEPARTMENT 


WASHINGTON, D.C., January 21, 1960. 
Hon, Russett B. Lone, 
Chairman, Subcommittee on Monopoly, Small Business Committee, 
U.S, Senate, Washington, D.C. 


Deak Mr. CHAIRMAN: During the course of my testimony regarding the patent 
rights provisions in Post Office Department research and development contracts, 
you requested an interpretation of the clause used by the Department. The 
clause in question is set out in ASPR 9—107.1 and is incorporated by reference in 
Post Office Department cost-plus-fixed-fee contracts in this field. At the hear- 
ing, it was suggested that the second sentence of subparagraph (b) (1) would 
preclude the Department from using, without payment of royalties, inventions 
made under these contracts. 

Before discussing the main question, I would like to clear up some confusion 
on a peripheral matter. This is the ability of the Government to use a patented 
invention over the objection of the holder of the patent. Title 28, United States 


* Information subsequently supplied by Mr. Warburton in letter dated Jan, 22, 1960, 
to Senator Long: 

“This rental is 5% percent for a period of 20 years of the estimated cost to the con- 
tractor plus a 6-precent annum return on the land value of $410,000 and $110,000 
established as a property tax base in a tax escalation clause. The pro forma agreement to 
lease provides that costs of service and maintenance shall be considered additional rent to 
be paid for monthly. Based upon the contractor’s estimate of costs of service and main- 
tenance, excluding costs of fuel and public utilities, made in avance of each lease term 
year and approved by the Department, a fee of not to exceed 8% percent of the esti- 
mated costs will be paid to the contractor,” 








214 PATENT POLICIES OF THE FEDERAL GOVERNMENT—1959 


Code, section 1498, authorizes the United States to manufacture or have manu- 
factured for Government use and to use any invention covered by a patent, but 
allows the owner of the patent to obtain reasonable compensation. The latter 
cannot prohibit the manufacture or use, but is entitled to compensation. The 
problem presented, therefore, is whether in any case the patent owner or licensee 
is entitled to compensation for the manufacture or use of a “subject invention” 
as defined in the patent rights clause. 

A well-known rule of contract interpretation is that “the principal apparent 
purpose of the parties is given great weight in determining the meaning to be 
given to manifestai.ons of intention or any part thereof’ (“Restatement of 
Contracts,” sec. 236). Since the whole apparent purpose of each of the research 
and development contracts in which the patent rights clause has been used is 
to develop items for use in the postal service, it is clear that the courts will 
not construe the patent rights clause in a manner inconsistent with this purpose 
unless the language of the clause as a whole is not susceptible to any other mean- 
ing. From the lack of any conflict between the Government and contractors 
or their licensees regarding the meaning of the sentence in question, it seems 
clear that it has received a practical construction consistent with the views 
expressed by me at the hearing. 

Subsection (b) (1) is as follows: 

“The contractor agrees to and does hereby grant to the Government an irre- 
vocable, nonexclusive, nontransferable, and royalty-free license to practice, and 
cause to be practiced by or for the U.S. Government, throughout the world, 
each subject invention in the manufacture, use and disposition according to law, 
of any article or material, and in the use of any method. No license granted 
herein shall convey any right to the Government to manufacture, have manu- 
factured, or use any subject invention for the purpose of providing services 
or supplies to the general public in competition with the contractor or the con- 
tractor’s commercial licensees in the licensed fields.” 

As will be seen from the language, the Government may be liable to pay 
additional compensation to the contractor or his licensee when it manufactures 
or has manufactured or uses subject inventions covered by the contract “for the 
purpose of providing services and supplies to the general public in competition 
with the contractor or the contractor’s commercial licensees in the licensed 
fields.” 

Since no statutory or other technical usage is involved, there is no reason 
why the word “competition” in the quoted phrase should not be given its plain 
and normal meaning in accordance with the basic rules of interpretation of 
written contracts (‘Restatement of Contracts,” sec. 235(2)). Competition in 
the context of providing services and supplies to the general public implies busi- 
ness rivalry, “the play of contending forces ordinarily engendered by an honest 
desire for gain.” U.S. v. American Linseed Oil Co. (262 U.S. 371). Competition 
has also been defined as the “effort of two or more parties, acting independently, 
to secure the custom of a third party by the offer of the most favorable terms. 
It is the struggle between rivals for the same trade at the same time; the act 
of seeking or endeavoring to gain what another is gaining at the same time.” 
Lipson v. Socony Vacuum Corporation, 87 Fed. (2d) 265, 270. Applying these 
definitions, the quoted language would appear to mean that the Government 
will not have the benefit of its royalty-free license if it seeks to use a subject 
invention in business rivalry with the contractor in the commercial market 
with the aim of obtaining the trade of the public at the expense of the contrac- 
tor and realizing a profit thereby. 

Further, the restrictive language of the second sentence of subparagraph 
(b) (1) must be interpreted in relation with the first sentence, which is the basic 
grant of broad license rights, so as to give reasonable meaning to both sentences 
and effectuate the main purpose of the contract (“Williston on Contracts,” sec. 
619). The restriction imposed by the second sentence, in the absence of clear 
indications to the contrary, should not be interpreted so as to nullify the affirma- 
tive license grant, which must be considered as intended to convey real rights 
and not illusory ones. Thus, where a governmental function, even one of serv- 
ice to the public for fees, is well established, and a research contract is entered 
into in aid of that function, it would seem to require more explicit language 
that is presented here with regard to the restriction on competition to hold that 
the license rights conveyed under the contract were not intended to be sufficient 
to permit the subject invention to be practiced in carrying out that function 
without further payment. What does seem intended by the restriction is that 
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the Government may not enjoy its royalty-free rights in such competitive ac- 
tivities against the contractor or the contractor’s licensees as were not within 
the contemplation of the parties and main purpose of the contract at the time 
the contract was written. 

This construction seems entirely consistent with the apparent purpose of the 
division of rights provided in subparagraph (b)(1), which, while granting to 
the Government a broad license in a subject invention, purports to reserve title 
to the invention in the contractor. The potential value of exclusive rights in 
areas outside known governmental activities would seem to be one inducement, 
presumably reflected in the consideration, which might otherwise be higher, for 
taking and performing the contract. The value of such rights would naturally 
be questionable were the Government, with the power in its license to have any- 
one practice the invention on its behalf, including dispositions (e.g. sales) au- 
thorized by law, able to engage royalty free at some later time in rival com- 
mercial activities which would place the contractor and his licensees at a 
commercial disadvantage. Since under the first sentence of subparagraph 
(b) (1) the Government’s license is unrestricted, except that it is nontransfer- 
able, the contractor would understandably seek some restriction to protect the 
value of his potential patent rights in the commercial sphere, without defeating 
the Government’s basic license powers in aid of its own traditional functions. 

You also requested information regarding patent applications filed by con- 
tractors and patents obtained by them. In addition, you requested information 
regarding Project Turnkey at Providence, R.I., and Gateway at Oakland, Calif. 
Statements regarding these matters are attached. 

Sincerely yours, 
HERBERT B. WARBURTON, 


General Counsel. 
ExuHisit VIII (B) 


Patent applications or patents on subject inventions under Post Office 
Depariment research and development contracts 





7 





| 
Contractor Title of invention Applica- Patent Date filed or 
tion No. No. issued 
Reed Research Corp. ..-------- Optical photoelectric sensor.......| 460,285 |_......_.__- Oct. 5, 1954 
Pitney-Bowes, Inc- ......-.-.--- Mail conveying device _-_-_.....--- SET nwwteedaeaniel Jan. 12,1959 
Code element shifting device_____- SEGUE Uitaccconnucs Mar. 20, 1959 
Binary coded track._.............. SE Bin cnhnceenbiie July 14, 1959 
Emerson Radio & Phonograph | Letter feeder (streamflow) __-_.___- I Bi Sept. 11, 1957 
Corp. I I io cra ckerare dduasis oct, EEG Raochiantinacen anne Sept. 18, 1957 
Stamp sensing and canceling ap- GOR, OO tan eewecuedes Sept. 26, 1959 
paratus. 
Vacuum belt shingler and feeder | 696,393 |........_-- Nov. 11, 1957 
unit. 
Letter feeder and multiples elimi- Pee Ti iciatisce Dec. 2, 1957 
nator. 
M - canceling apparatus and the | 700,860 |_........._- Dec. 5, 1957 
like 


Time stamp changing mechanism 700, 861 


Dendneue ewes Do. 
for mail canceling systems and 


the like. 

Mail handling apparatus_____--_-- WI OOP Tank cimenacks Mar, 22, 1958 

Mail handling apparatus (elec- | 732,330 |_........--- May 1,1958 
tronics). 

Mail culling equipment (key PRE Tw nwtesiteneeteed Dec. 30, 1957 
ejector). 

Mail culling equipment (corru- | 705,872 |_.......--.- Do. 
gated, chute, gaging belt ar- 
rangement). 

Mail culling equipment___....-.-- FUR; TEE Pesneeste nds Do. 

Rainbow Engineering Co., Inc.| Mechanical coding and sorting |_.-.._.--- 2,901,089 | Aug. 25, 1959 

device. 

Differential pressure envelope |-..------- 2,901,969 | Sept. 1, 1959 
printer. 

Stacker for mail sorters and the |__-.------ 2, 904, 335 | Sept. 15, 1959 
like. 

Code printing and sorting station |_.----- a 2,912,925 | Nov. 17, 1959 
for mail. 

Single letter feeding device._...__-. O10, 06) Pins ces May 4,1959 

Opsteat as + ear June 14, 1957 

Photoelectric keyboard______.- TE on inne ce May 4,1959 


Magnetic recording on pieces of 810, 760 
J » mail and the like. 
Nuclear-Chicago. ._.......-..-- | Information coding and sensing_.-} 800, 554 |_..-..------ Mar. 19, 1959 
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Exuisit VIII (C) 
Progect TuRNKEY (I1.T. & T.) PROVIDENCE, RI. 


On February 3, 1959, the Post Office Department accepted @ proposal made by 
Intelex Systems, Inc., to contract and equip, at Providence, R.I., a building which 
would be rented to the Department. 

The proposal was in the form of a letter of intent to which there was attached 
a pro forma agreement to lease and a pro forma lease. 

The following taken from the letter of intent describes the scope of the project. 

“In pursuance of our ‘Project Turnkey’ proposal dated October 1, 1958, dis- 
cussed with you, the Postmaster General, and your associates at the meeting 
of October 9, as revised December 2, 1958, and subject to your acceptance of 
this letter of intent within 30 days of this date, Intelex Systems, Inc., proposes 
to proceed with acquisition of the agreed site, or an interest therein sufficient 
to carry out the purposes of this letter of intent, following your assignment to 
us or our designee of the option to purchase executed by the Providence Rede- 
velopment Agency on or about December 11, 1958, which embodies the pro- 
visions of form H-6209 with respect to clearing, grading, and demolition of 
existing structures by that agency. In the event Intelex Systems, Inc., does 
not acquire good and sufficient title to or interest in the premises, including 
proper zoning if necessary, no liability is to be imposed on the Post Office De 
partment for any costs of any nature whatsoever incurred by Intelex under 
this letter of intent. However, in case Intelex desires to proceed with action 
toward implementing the further matters hereinafter set out prior to acquiring 
good and sufficient title, and proper zoning, it shall do so at its own risk. Upon 
acquisition of title to or a sufficient interest in the aforesaid premises, Intelex 
proposes to: 

“1. Proceed without delay with the detailed engineering of the buildings and 
equipment for ‘Project Turnkey’ as more fully described in the aforesaid pro- 
posal to the U.S. Post Office Department, ‘Project Turnkey,’ dated October 1, 
1958, as revised December 2, 1958, and with such further modifications therein 
as may be mutually agreed. By ‘Project Turnkey’ is meant the complete Provi- 
dence experimental mail processing plant to be constructed at the agreed site 
situated between West River Street and Corliss Street at or near the junction 
with Charles Street, in the city of Providence, R.I., and comprising the land, 
buildings, and equipment appurtenant thereto, fully installed and ready to 
function at the time of delivery to the Post Office Department for operation. 

“3. Proceed with such design, prototype, construction, and operational test- 
ing of certain functional ‘Project Turnkey’ equipment as may be necessary. 

“4. Proceed with the design of the power and free conveyor, the manufac- 
ture of a prototype length of such conveyor and its testing under operating 
conditions with the assistance of the Post Office Department. 

“7. Make commitments for the construction of the necessary ‘Project Turn- 
key’ buildings, following preparation of the site by the Providence Redevelop- 
ment Agency, including arrangements with the supervising architects and 
engineers. 

“8. Draft and propose, for acceptance by the Post Office Department, prelim- 
inary descriptive plans and specifications, terms and conditions for ‘Project 
Turnkey,’ based upon the engineering, design, testing, and other studies and 
arrangements referred to above. By ‘preliminary descriptive plans and speci- 
fications’ are meant those drawings and specifications which describe the real 
estate, its improvements and structures thereon, and the machinery and equip- 
ment to be provided, all in sufficient detail to give a clear understanding of the 
size, layouts, space allocations functions, workflow and capacities of the facil- 
ities which Intelex proposes to furnish. 

“The agreement to lease will be executed as soon as the Post Office Depart- 
ment and Intelex Systems, Inc., have agreed upon preliminary descriptive plans 
and specifications for ‘Project Turnkey,’ and will be drawn up substantially in 
accordance with the pro forma agreement annexed to and forming part of this 
letter of intent with such modifications as may be reasonable and necessary to 
conform to the agreed preliminary descriptive plans and specifications, terms, 
and conditions for ‘Project Turnkey.’ Intelex Systems, Inc., further agrees 
to have such preliminary descriptive plans and specifications completed within 
60 days after acceptance of this letter and intent by the Post Office Department, 
and will commence construction not later than 30 days after the agreement to 
lease has been executed by both parties. 
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“The lease will enter into effect upon completion of ‘Project Turnkey’ and 
delivety of the said facility to the Post Office Department for operation, and 
will be executed as of that delivery date and as soon as possible thereafter, 
substantially in accordance with the pro forma lease annexed to and forming 
part of this letter of intent, with such modifications as may be reasonable 
and necessary to conform to the aforementioned agreed preliminary descriptive 
plans and specifications, terms and conditions for ‘Project Turnkey’.” 

The annual rental for the building completely equipped with modern auto- 


matic and semiautomatic mail handling equipment subject to adjustment upon 
execution of the lease is $1,440,000, 


ExuHisir VIII(D) 
PROJECT GATEWAY, OAKLAND, CALIF. 


The Post Office Department has embarked upon a research and development 
project at Oakland, Calif. 

The Post Office Department in furtherance of its program to improve the 
postal service and to mechanize postal operations to the fullest practicable 
extent plans to establish at Oakland, Calif., a fully mechanized experimental 
post office, including a fully integrated mail processing system. The system and 
equipment will be housed in a building especially designed for this highly me- 
chanized and systematized operation. Special consideration will be given to the 
economy and efficiency of operations and to service to the public in the formula- 
tion of the system and in the design of the equipment and building. The build- 
ing will be constructed and equipment will be furnished with private capital 
and leased to the Department. 

The project is planned in steps, each step covering a specific time period. Two 
time periods are presently contemplated. The first will end on March 31, 1961, 
and the second on March 31, 1964. 

(a) During the first period the objective is to make operational analyses and 
determine the kind of machinery and equipment to be incorporated in the mail 
handling processing system; design, develop, and build individual experimental 
models of such machinery and equipment as may be required and test such equip- 
ment for operational efficiency, durability, and maintenance requirements; inte- 
grate the developments of the total machine program into a complete mail han- 
dling processing system; engineer the component machinery and equipment for 
production as required; estimate the cost of equipment in place; estimate ap- 
proximate machinery and equipment maintenance costs; establish the processing 
rates of each machine and/or manual method, space, size, and configuration 
requirements of the building which will house the complete mail handling 
processing system. 

A final report on the foregoing will include firm recommendations regarding 
types and amounts of training equipment to be designed, developed, and/or 
procured. 

(b) Upon recommendation of the contractor the Department will secure the 
services of a qualified architect-engineer for the purpose of performing the work 
necessary to produce the plans and specifications for a building to house the 
experimental system. The plans and specifications developed will be in such 
form that they may be used for the preparation of advertisments upon which 
competitive bidding may be had for the construction and leasing of the fully 
equipped building including the machinery for the mail handling processing 
system. 

During the second time period the Department will enter into an agreement 
to lease the fully equipped building. It will also enter into a fixed price contract 
or contracts (assignable by the Government to the lessor) to purchase and/or 
manufacture and install the mail handling and processing system developed as 
the result of work accomplished in the first time period. The Department will 
require that its contractor test, check out, and correct the equipment, train 
postal employees, and provide operating procedures, schedules, other materials, 
and devices to insure the greatest possible efficiency and service from the equip- 
ment and system, for a period of 1 year from the date of the beginning of the 
full operation. “Full operation” shall begin when the contractor has installed 
all postal equipment for which the facility was designed. 


49646—60——15 
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The contractor will also maintain the equipment and replace such equipment 
as required to provide machine and equipment output at the levels designated 
during the trial operation of 1 year. As a result of 1 year of trial operation, 
the contractor will enter into a separate agreement (assignable by the Govern- 
ment to the lessor) to maintain the mail processing system and all equipment 
related for the full term of the lease of the building. 

A contract has been negotiated with Food Machinery & Chemical Corp. of 
San Jose, Calif. The contract is a cost-plus-fixed fee and covers only the work 
to be performed prior to March 31, 1961. The estimated cost for the work called 
for is $3,017,501. The fixed fee to be paid is $147,390. 

I believe Prof. Seymour Melman has to go back to New York and 
I think we had better hear from him now. 


STATEMENT OF SEYMOUR MELMAN, ASSOCIATE PROFESSOR OF 
INDUSTRIAL AND MANAGEMENT ENGINEERING, COLUMBIA 
UNIVESITY, NEW YORK CITY 


Senator Lone. Professor Melman, I believe your statement is fairly 
brief compared to the others and I suggest that you simply read your 
statement and we will ask you questions on it. 

Mr. Metman. My name is Seymour Melman. I am associate 
professor of industrial management engineering, Columbia Univer- 
sity. I engage in research and teaching on problems of industrial 
productivity and industrial operations. 

I believe I come to the present hearing as a consequence of having 
served as a consultant 2 years ago to the Subcommittee on Patents, 
Copyrights, and Trademarks of the Senate Committee on the Ju- 
diciary. I prepared a monograph entitled, “The Impact of the Pat- 
ent System on Research.” It is study No. 11 of a series by that 
subcommittee and forms the basis of the material that I have prepared 
for this hearing. 

May I respectfully call this monograph to the attention of this body 
as indicating a series of, in a sense, basic research data that bear on 
the testimony I am about to give? 

Senator Lone. Thank you. I am sure it will be very helpful to 
the committee. 

Mr. Gorvon. You have also written other books, haven’t you? Have 
you written a study on productivity ? 

Mr. Metman. Yes, I have done several books. The titles include: 
“Dynamic Factors in Industrial Productivity,” and “Decision Making 
and Productivity.” A year ago I was editor of a volume on “Inspec- 
tion for Disarmament.” 

During the last year and a half I have been studying the problems 
of the producers goods industries, notably machine tools in the United 
States, Western Europe, and the U.S.S.R. While in Russia I had the 
interesting experience of meeting with a number of technicians and 
similar people in research institutes during August and September of 
this year. I would be glad to make reference to that if the Senator 
believes that that might be of interest. 

Senator Lone. Have you been employed by private concerns to 
make studies in any of these fields ? 


“The Impact of the Patent System on Research”’—Study of the Subcommittee on 
Patents, Trademarks, and Copyrights of the Senate Committee on the Judiciary (study 
No. 11), 85th Cong., 2d sess. opy retained in committee files. 
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Mr. Merman. I have been employed and am employed from time 
to time as a consultant by management of industrial firms. 

Senator Lone. Thank you. 

Mr. Metman. This statement is entitled “Are Property Rights 
in Knowledge an Incentive to Research.” 

How does the taking of a property right in knowledge affect the 
performance of research by which knowledge is produced, and applied 
to particular designs? This problem underlies an important part 
of the legislation that is before this committee. 

In a study carried out in 1958 for the Subcommittee on Patents, 
Trademarks, and Copyrights of the Committee on Judiciary of the 
United States Senate (“The Impact of the Patent System on Re- 
search”) I found that, on balance, the taking of a property right 
to knowledge, in the form of a patent, tends to have a negative 
effect on the promotion of science and the useful arts. This inference 
is relevant to the deliberations of this committee. The exploration 
of space for example, with which the Federal Government is con- 
cerned, surely requires the collaborative development of all the phys- 
ical sciences, and the application of new knowledge to elaborate 
designs. 

It cannot be denied that the opportunity to take a property right 
in knowledge in the form of a patent, and to gain monetarily from 
it, may have some effect as an incentive in inquiry. The problem 
involved here, however, is not this one. It is rather: Does the 
opportunity to take patents, and the actual record of patent-taking, 
demonstrate that the patent system has had a major incentive effect 
on the production of new knowledge and its application ? 

The opportunity to take a property right in knowledge has not 
functioned as a major incentive in basic science. There, the major 
incentive has been the creative sense of the scientists involved, and 
the resources made available to them to pursue the work of inquiry 
in a free atmosphere. This is the basis for the operation of inquiry 
in nonprofit institutions like the laboratories of universities, Gov- 
ernment, and private foundations. 

The taking of a property right in knowledge has had a negative 
effect on research in a number of universities where patent incen- 
tives had been introduced as an adjunct to research operations. In 
these cases the quest for knowledge as an end in itself, and the free 
operation of imaginative inquiry, was channeled and restricted in 
the interests of carrying out research that would yield commercially 
useful knowledge. By this token, the unrestricted scope for imagi- 
native application, that comes from the use of knowledge as an end 
in itself as a research criterion, was abandoned in favor of a more 
restricted, limited yardstick for gaging what is relevant for inquiry. 
The effect in these cases was also to detract from the quality of the 
work done. 

Contrary to popular understanding, the facts of the case appear to 
support the proposition that the taking of a property right in know!l- 
edge has not served as a major incentive in the expansion of industrial 
research. A number of industries have operated extensive research 
and development facilities without active patent policies. The case 
of the automobile industry is to the point. As a general rule, in 
manufacturing industry as a whole, there has been a rapid expansion 
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of industrial research activity during the last 30 years. At the same 
time there has been a relatively stable level of patent-taking. Clear- 
ly, it cannot be argued that the opportunity to take patents has 
served as a major incentive for the performance and the expansion 
of research by industrial firms. If that were indeed the case then 
one would expect to find some parallel development in the number of 
patents taken, commensurate with the money spent for research, and 
commensurate with the number of engineers and scientists engaged 
in the laboratories of industrial] firms. 

It is possible that during the 18th and the early 19th centuries the 
syperenay to take a property right in knowledge had rather more 
of an incentive effort than is currently the case. At that time re- 
search and application was more the work of individual persons 
(inventors) than it is today. During the 20th century the develop- 
ment of inquiry has increasingly been toward collaborative work, in- 
volving division of labor and the cooperative activity of persons in 
very many fields of specialization. 

For the present purpose, it is important to reflect on the question: 
How does the ao of control over research and the disposition of 
new knowledge affect the efficiency of research effort? For this 
problem it is useful to estimate the research efficiency of men who 
operate under two different orientations: first, those who act on 
behalf of the whole society in their work. In that case, the research 
criterion is knowledge as an end in itself. The men so guided are 
not limited in the scope of their search for new knowledge by the 
particular requirements of any one unit or section of society. 

Another possible orientation in research is activity on behalf of the 
interests of, say, a particular firm. In that case the special, defined 
interests of the firm, as against other firms, must be a guiding crit- 
erion. These different vantage points affect the scope of inquiry, the 
readiness to publish research cde and the ability of investigators 
to cooperate freely with other men doing parallel and related work 
in other laboratories or institutions. Who will be freer to explore 
the frontiers of knowledge? Who will more readily publish and 
circulate new knowledge? Who will be more daring in the applica- 
tion of knowledge to new designs—the men who act on behalf of the 
restricted goals of a single firm, or those who act on behalf of the 
goals of a whole society ¢ 

In my opinion, it is the men who are empowered to act on behalf 
of the wider interest who will be least encumbered, and thereby more 
efficient, in the conduct of inquiry. 

In my judgment, the motivation of service to the community is a 
powerful force, and when harnessed can produce a great outpourin. 
of creative energies. It is not to be denied that the motive of persona 

ain or of profit for a firm can also function as an incentive. The 
difference is clearly that the incentive for private gain has a restric- 
tive ghert in the conduct of inquiry and in the disposition of research 
results. 

The vast scope of inquiry that is required for the exploration of 
space, for example, justifies attention to a broad view of alternative 
methods for organizing research. 

The reasoning that has been summarized here (drawn essentially 
from the monograph “The Impact of the Patent System on Research”) 
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is that greatest efficiency in the conduct of inquiry and the efficient 
application of results, derive from the use of knowledge as an end 
in itself, as a major criterion for research. Again, by similar reason- 
ing, the knowledge that is thus produced is best available when located 
in the public domain. If the requirements of other legislation, and 
of various substantive considerations not known to me, dictate the 
need for some mode of property right to knowledge, then the reasoning 
used above suggests the importance of locating this property right 
in an institutional framework that represents not a particular section, 
but society as a whole. The Federal Government can function as 
such an agency. 

Senator Lone. As I understand your position, professor, it is your 
feeling that when a Government pays for research they ought to take 
title to what was developed under it. 

Mr. Metman. That would be my inference, sir, from the study 
that I have performed with respect to the effectiveness of alternative 
modes of organizing research, organization and application. 

Senator Lone. Now, of course, if I understand you correctly it 
would follow from your statement that you believe the idea would 
be not to have a patent system. 

Mr. Metman. The crucial problem here, as I see it: What weight 
should be given to alternate ways of allocating resources for research 
and for application in the light of these findings ? 

I would say that the inference from my findings is that the widest 
ublic interest would be served in giving increasing weight toward 
ocating both basic research and application in the public domain. 

Similarly, the results of Government-sponsored research ought to 
be disposed of in a manner consistant with these criteria. 

In our society we have a variety of institutional arrangements 
under which research and design is carried out. For the purpose 
of legislation, the suggestion that emerges is that increasing attention 
be given to locating the application of Government resources where 
they would yield the greatest return for the society as a whole. 

Senator Lone. It does seem to me that when you are fighting a war 
and our national survival is depending upon it and we throught that 
we better see how we could break the atom and explode the atom 
and make the atomic bomb, recognizing that we would lose the war 
if the other fellow got there first, if you have some patent, why that’s 
too bad and the Government is going to take all of those rights if it 
had anything to do with atomic energy and proceed on that basis to 
go right ahead and develop the atomic bomb in the most rapid way 
possible. 

Of course, we were fortunate to have it first though. 

Where do you think we stand as compared to the Russians with 
regard to the development of intercontinental ballistic missiles, or 
outer space vehicles? 

Mr. Mean. Sir, I am not able to give expert testimony on that 
question. 

Senator Lone. Did you know that Mr. Von Braun testified before 
the Johnson Preparedness Subcommittee that if the Russians stop 
right now it would take us 3 to 5 years to catch up to them ? 

Mr. Metman. Yes, sir; I know of that testimony. 
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My comment was addressed simply to my own experience, and I 
indicated that from observations I had made directly, that I am not 
able to testify to the particular point you raise. 

However, sir, may I speak of a related point? I have listened to 
the reasoning that holds that private firms ought to be allowed to 
take property rights in knowledge that is patentable and that arises 
during the course of their performance of work under Government 
contract. The claim is that having such a right would serve as an 
important incentive to those firms. 

May I suggest, sir, that exactly the same reasoning could be extend- 
ed to the proposition that individual employees of firms ought also, 
if that reasoning is regarded as valid, be allowed to take exclusive 
property rights to the knowledge which they developed while in the 
employment of firms, because that would give them certain incentive. 

However, firms have discovered and have applied the understand- 
ing that collaborative work in inquiry and not the divergent, com- 
petitive activity that builds walls between investigators and cuts off 
the flow of knowledge, is what leads to efficiency of research. There- 
fore, within the framework of firms, they try to see to it that research 
is organized, administered and operated to secure a flow and exchange 
of knowledge within the laboratories concerned. 

If, sir, the same line of reasoning that is argued in behalf of the 
special property right for private firms were applied to their own 
employees—individuals, though not corporate individuals—then 
the result would clearly be a chaotic result with respect to efficiency 
in the performance of inquiry. Just as an individual firm finds it 
efficient to give a group incentive for the performance of inquiry, so 
the whole society, by similar reasoning should find it efficient to give 
a society-wide incentive. 

The logic for a society-wide incentive stems from the fact that no 
section of society, no unit, no firm, no single Federal agency, is able to 
prescribe within its boundaries the total range of research activit 
that is required to nourish and support the particular research that it 
is concerned with. In inquiry no one can stand alone. Thus, firms 
draw upon all knowledge that is available in the public domain, and 
they claim a reasonable right to do so. But then they turn about and 
claim, with other reasoning, the right to restrict the disposition of that 
knowledge. 

Indeed, my observations with respect to these modes of performance 
are most striking. 

In the case of a major laboratory, important in its own right, I 
found that the intake of knowledge was characterized, for example, 
by the fact that this firm employed several thousand investigators, 
and had its own elaborate library facilities. In addition, however, 
the firm operated bibliographic services, extracting scientific informa- 
tion from several hundred journals. 

They were dissatisfied with the generally available abstracting ser- 
vices, for by operating their own service they saved two weeks’ lead 
time as against the publicly available abstracting services. In order 
to save 2 weeks, they operated a rather expensive facility to do this 
technical bibliographic work. 

However, on the outgo of knowledge from this firm, what I found 
was the following: Taking the papers published in the scientific lit- 
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erature by employees of the laboratory during the last 5 years, the 
laboratory director advised that there was a period of 3 to 5 years 
that intervened between the private circulation of these research re- 
ports inside the firm and the public availability of these reports. 

In a word, for acquiring new knowledge, it paid them to make a 
large outlay to gain 2 weeks. To have knowledge go out, there was 
8 to 5 years delay period for that knowledge which was released. 

I find that this kind of performance, while perfectly plausible, 
reasonable, from the standpoint of the interests of a private firm, is 
surely not the kind of performance which leads to effects in research 
and application that is to the benefit of the society as a whole. 

The Federal Government is engaged in many programs of research, 
many of which are oriented toward objectives in which the whole 
society and not particular firms are involved. 

Senator Lona. Let me ask you a question as a practical matter. 

We had witnesses for a corporation today, very able men and very 
respectable people. It appears that on Government research and 
development—this firm by the way is Lockheed—this year they will 
have $400 million in contracts which will provide an estimated 7- 
percent profit. There would then be a profit before taxes of $28 
million. Government work is 45 percent of their overall business. 
Do you think that if the Government would insist on having all the 
patent rights on that Polaris missile they would turn over those 
patent rights or else they would have to give up the contract? 

Mr. Mean. Sir, there is a new problem here, and that is: What is 
the motive for the operation of industrial firms? I have understood 
that it was the opportunity to make a profit that excited a firm to 
action. In the reasoning that you just alluded to it is implied that 
something else is now demanded as a requirement; namely, an oppor- 
tunity to take a property right in knowledge, the production of which 
has been paid for expressly under contract with another party, in this 
case the Federal Government. That is a remarkable phenomenon. 

I don’t believe that the granting of such property rights is a neces- 
sary condition for the performance of competent, technical research 
in this society. 

Senator Lona. It seems to me that if the public is going to pay a 
single contractor $400 million a year out of which he is going to make 
$24 million, and that when the public in general pays all that money, 
it is asking a little bit too much for him to request that he have exclu- 
sive rights to that property and knowledge. 

Mr. Metman. I have heard comment elsewhere to the effect that, 
somehow, in the absence of granting the special property rights under 
discussion here, the all-out energies of the contracting firms would not 
be available. Hence it was implied that the ordinary ability to earn a 
profit under a contract, on a cost-plus basis, was not a generous enough 
return for the initiative of management and for compensation to the 
scientists and engineers involved. Broadly speaking, scientists and 
engineers are now salaried employees and they perform their work 
with a degree of efficiency that is not necessarily based on a given 
level of monetary reward. Accordingly, the scientists and engineers 
involved do not hare an incentive in the form of increased income to 
them from any additional ingenuity that they might exercise in the 
performance of their work. 
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The management might have certain additional properties to dis- 
_ of, but the men doing the technical work do not derive any extra 

nefit from it. 

The claimed need for additional incentive is a line of reasoning that 
comes from managements who imply that they are reluctant to issue a 
decision to go ahead to scientists and engineers unless the management 
is given the opportunity to reap a substantial reward over and above 
what apparently is agreed to be a fair profit. 

It is also implied that the motivation for research and development, 
that lies in service to a community as a whole should be disregarded 
as ineffectual. I wish to challenge any such assumption. I know 
of no more powerful motivation, no more powerful drive to evoke 
creative energies of men than the sense of doing useful work on behalf 
of a large community, and being recognized in doing that work. 

May I point out, sir, that during a visit to the U.S.S.R. this summer, 
including a visit with the technicians of a rather important laboratory 
in Moscow area, that I never once heard of any research being de- 
scribed as being done in the interest of this section of a laboratory, in 
the interest of the whole research institute, or in the interest of a 
particular industry toward which some of the work was being 
oriented. 

Rather, I heard from these men that their effort was oriented 
toward the whole team, the society as a whole, to overtake the United 
States. The conception was that everybody was doing his little bit 
and pulling together. 

Some of the testimony that you have alluded to, sir, refers to the 
proposition that only when we pull apart are we able to be efficient in 
research; only when one seeks special, private differential gain, as 
against other persons, is one able to conduct inquiry effectively. That 
kind of proposition is not supported by the evidence available to 
us on the characteristics of efficient sienrhorinntecs; either of basic or 
applied research. 

Mr. Ansperry. Mr. Melman, on your trip last summer when you 
had access to these Russian laboratories, did you find that Russian 
scientists are extremely well paid for their discoveries ? 

Mr. Merman. Extremely? 

Mr. Ansperry. Extremely well paid compared to the other mem- 
bers of the society ? 

Mr. Metman. That is correct, sir. The differentials in salary 
that prevail there are considerable, for example, as between indus- 
trial workers and persons who do technical research. 

The Government, and also the ordinary citizens that I met place 
great importance on the performance of this research. It is re- 
garded as the spearhead of the national effort for industrialization, 
for becoming a thoroughly modern industrial society. The mone- 
tary incentive, however, is not to be regarded as necessarily the 
central incentive. 

The men who perform this work enjoy a high status in the com- 
munity which is noticed at every hand. You have only to walk 
the streets and you see evidence of it on posters, aes in 
radio announcements, in the kind of material that is exhibited in 
the permanent fair outside of Moscow that is called the Permanent 
Exposition of Soviet Economic Achievement. 
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I am unable to sympathize with the reasoning that begins with 
the assumption that only by unlimited private gain is it possible 
to induce effective performance of inquiry, or effective application 
of knowledge to new designs. 

Any person can independently examine the relevant facts of the 
case as I attempted to do in the monograph on behalf of the Sub- 
éommittee on Patents, Copyrights, and Trademarks.?"* 

Senator Lone. Here is a thought that occurs to me on the subject. 

Our original patent laws were based on the theory that to en- 
courage people, especially at an early stage of the development, to 
go forward and develop something—the Thomas Edison type of 
thing—that if a man were to develop something, we would give him 
a patent. That was an incentive for everybody to see if he couldn’t 
improve society, just like developing something useful and getting 
a patent on it. That was his pay. 

At that time there was no other pay that he could rely upon. 

Well, subsequently, of course, the society became more complicated 
and we got to the point where this Government is now paying $8 
billion a year for research and the patent policy is no longer 
recognized. 

Once you reach that point I believe it should be somewhat. in the 
line that you say, how, by spending this activity, can we get the best 
results? 

Do we get the best results by encouraging everybody to separate 
himself from the other fellow and keep the stuff secret from his com- 
petitors or get better results by making this information available 
so somebody can stand on the other man’s shoulder and make the 
next development ? 

If we approach it from that basis it would appear to me that our 
present policy is certainly not helping much along that line. It may 
be. I haven’t heard the information yet. 

Do you see any way that by compartmentalizing research into sep- 
arate companies, with patent advantages for each individual company, 
we are hastening or advancing research ? 

Mr. Metman. The inference from the studies that I have done, 
sir, would be that the negative effect would result. The more one 
leans to a policy of giving segmented property rights in new know]l- 
edge or its application, the more one erects barriers to eflicient per- 
formance of inquiry, to the disposition of knowledge that results 
therefrom to the efficient application to designs. People who produce 
new knowledge or new designs which may be the substance of patents 
are now mainly salaried employees. They may receive certain mod- 
est recognition in addition to their salary for having their name on 
a patent. However, their salaries are, in the main, their source of 
income. 

Secondly, technical research and design work are rarely carried out 
by individuals acting alone. I made an effort in this monograph to 
review the mode of performance of various types of inquiry, both in 
basic science and in application. I found that, in each instance, the 
work was collaborative in character; that in fact, the direction of 





1s Committee print issued by the Subcommittee on Patents, Trademarks, and Copyrights 
of the Senate Committee on the Judiciary entitled ‘‘The Impact of the Patent System on 
Research” (Study No. 11), 85th Cong., 2d sess. Retained in committee files. 
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development is such as to make it increasingly difficult to designate 
a particular inventor. Indeed the term “inventor,” the stock and 
trade of the system of rationalization for the patent system, tends 
to become an obscure and odd term. 

When does a scientist or an engineer become an inventor? Ap- 
parently, this happens when he seeks to take a patent right. Until 
then, he is a scientist or engineer. He performs creative activity 
in a necessarily collaborative way. He cannot shut himself off from 
other persons and perform creative activity in such isolation that 
would justify the designation of a particular person, or even a small 
group of persons, as being the responsible persons for a particular 
new invention or particular new design. 

Instead, as I attempted to point out in detail, through investigation 
of varied research and design efforts, the persons engaged in these 
efforts, draw upon a great variety of knowledge from other people 
as necessary adjuncts to the performance of their work. 

The whole character of research is one in which there is now a 

at division of labor. Present-day inquiry and design calls for col- 
aborative activity on a large scale. This applies to individuals, to 
—— to departments of Government. hud it applies to firms 
as well. 

It is common knowledge, for example, that engineers and scientists 
employed by private firms do everything they can to acquire as rap- 
idly as they can, the new knowledge that is the public domain. They 
participate in learned societies and the like. ‘They examine the lit- 
erature, as I indicated before, and they make considerable efforts to 
-_ more efficient the intake of new knowledge which they indeed 
need. 

Well, my point is that others also need new knowledge. For 
greatest efficiency in dissemination of new knowledge and its appli- 
cation, it is best that knowledge be in the public domain. 

From that standpoint, the patent system, which sets up an interest 
and property of an exclusive sort, is deleterious to the promotion of 
science and of the useful arts both. 

I am familiar with the lines of reasoning that underlie the justifi- 
cation of the possible usefulness of a patent system. However, in 
response to this kind of rationalization, I have attempted to present 
the facts of the case that bear on each question. 

Is inquiry performed by individuals or small groups so that it is 
possible to indentify an inventor? To that problem I have addressed 
a series of data which can be verified. 

Have patents served, indeed, as incentives to industrial firms in the 
performance of industrial research? To that question I have sub- 
mitted, not further argument or rationalization, but an examination 
of the facts of the case demonstrating the relation of expenditures 
and activity in research, and activity in patenting. 

Has the introduction of the opportunity to take a private property 
right, where it was not available, served as an incentive to research? 
To that question I have again submitted a body of data that bears 
on the point, and which shows that the introduction of the property 
right is deleterious.” 


2 See exhibit IX, p. 231 (excerpts from pp. 27 to 37) of “Impact of the Patent System 
on Research.” 
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In a word, I have attempted in this monograph to address myself 
to the underlying questions that pertain to the reasonableness of 
having and using a patent system, and relying on a patent system 
as a major device for promoting science and the useful arts. I under- 
score the term “relying.” 

If one wishes to debate this matter, one should address oneself, in 
my opinion, as I have, to the facts of the case. Surely there is subject 
matter to be debated here. Surely my inquiry did not dispose of the 
whole matter. 2 of 

Nevertheless, the data that I have collected is clearly in the direction 
of indicating that the patent system no longer serves, in the mid-20th 
century, the avowed purpose for which it was designed in the latter 
part of the 18th century. 

Mr. Gorvon. Professor Melman, will you please say a few words 
as to the relation of the present system with respect to economic 
growth and the growth of monopoly. siete 

Mr. Merman. As to the growth of monopoly I can only indicate 

Mr. Gorpon. That is, the type of policies that some of the Govern- 
ment agencies have today of giving up title, and also the matter that 
you are talking about, that of knowledge and its relationship to our 
country’s economic growth. What kind of a system would be, per- 
haps better to accelerate the rate of economic growth ? 

Mr. Metman. In my view, sir, it is almost self-evident that a change 
in policy, in the direction of systematically granting the opportunity 
to property rights in knowledge to private firms would give a major 
advantage to the larger firms. They are the ones under whose direc- 
tion both research and application to new design are concentrated 
in industry. An advantage to them would flow automatically from 
the present distribution of research facilities in industry. Granting 
the opportunity to take patents on work done under Government 
contract the managements of these firms would accelerate the pace 
of the processes that are termed “concentration” or “monopoly”. 

Now, as to the matter of growth—If one agrees that the promotion 
of science and the useful arts is at the root of industrial develop- 
ment, then surely the society ought to seek out a direction of action 
which promotes science and the useful arts. The patent-taking 
pony and the whole view of exclusive rights to knowledge and design 

as increasingly failed of that purpose in the middle twentieth cen- 
tury. Acstingdt. new policies are required. Such policies must, 
in the larger interest of economic growth, facilitate the application 
of resources to basic research and to application of that research. 
As to application: we have quite an activity located especially in 
— firms that is well-equipped to conduct work of application of 
owledge to new design. 

While the area of basic research deserves more resources, it is the 
absence of means for speedy application of new knowledge to new 
designs that is often an important deficiency. 

Owing to extensive division of areas of control over inquiry, and 
over disposition of knowledge, we have barriers to the disposition of 
ene and to the ability to apply it to new activity, to new 

esign. 

Hence, the direction of policy for more efficient application of 
basic research to new design is one which, again, calls for breaking 
down these barriers. 











228 PATENT POLICIES OF THE FEDERAL GOVERNMENT—1959 


Immediately one recalls the proposition that, perhaps, there may 
be a lessening of incentive to do research precisely among these major 
firms, who now dominate in many industrial fields, if they were not 
able to take a property right to knowledge. Would they do less re- 
soureh in application, or would they do less research of a more basic 
sort ¢ 

As to the basic research: Private firms now do very little basic 
research, some 4 percent or thereabouts of their research budgets 
being so applied. It is rather with the area of applied research 
that we might be concerned. There we have a bit of evidence which, 
in my opinion, is useful for analyzing this matter. 

About a year ago, as a result of some antitrust action, a number 
of firms, I.B.M. Western Electric, had various of their property 
rights in patents substantially abridged. 

Mr. Gorpon. They had to open up, didn’t they ? 

Mr. Metman. That is right; and a very interesting event took place 
at that time. A man who qualified as an expert in the patent system, 
Mr. Richard Spencer, a member of the New York Bar, and onetime 
First Assistant Commissioner of Patents, wrote in the Wall Street 
Journal of April 10, 1956: 


A.T. & T. and I.B.M. are the great pioneers in research and invention in their 
industries, which accounts for their leadership and their strong patent posi- 
tions, as well as for the fact that they were selected as defendants. 

Under the decrees not only have their long-established methods of doing busi- 
hess been disrupted which will interfere with efficient operation for years to 
come, but management will no longer be in a position to authorize the expen- 
diture of millions of dollars in the development of new commercial products 
and processes, since competitors would be free to copy them. 

These same companies are also leading contributors to the national defense 
efforts. Disruptive influence in their business will be reflected in that effort. 

More importantly will be the further retardation of invention in two such vi- 
tal fields as electronics and computers, both of which are of critical importance 
to atomic energy, aircraft, and guided missiles. 

I put it to you, sir, that this is a clear and an eloquent argument as 
to the consequence of an abridgment of patent rights on research 
effort. 

Upon the appearance of this opinion I took counsel with the chiefs 
of research in the corporations in question. I discovered from them 
that not only would there be no stabilization or retardation of their re- 
search efforts, but that there was, in fact, a major expansion of their 
research programs underway. 

Immediately one must ask: What then is the motivation for the 
performance of industrial research by these firms if it is not the mo- 
tive which was ascribed to these firms by Mr. Spencer, the opportunity 
to hold patent rights? In my judgment, the primary motivation is 
the desire of the managements of these firms to preserve a strong po- 
sition in the technologies with which their firms are concerned. 

The problem of firms is not to hold on to an existing stock of know]- 
edge or designs. In order to hold leadership in a given state, in a 
given area oF the industrial arts, the critical facility is not the stock- 


pile of property rights in already existing knowledge or design, but 
rather the availability to the firm of extensive research facilities by 
which new knowledge is developed, and comes automatically into the 
hands of employees of that firm, and is thereby most readily avail- 
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able to engineers and others in the firm who can apply that knowl- 
edge to products and processes. 

There has been various testimony that it is not the holding of a stock 
of patents but the availability of research facilities for the production 
of new knowledge that is critical in the industrial competition. Mr. 
Kettering, onetime vice president of General Motors, testified to the 
Temporary National Economic Committee to this effect. 

Senator Lone. Mr. Kettering himself is regarded or was regarded 
at one time as a pretty good inventor. 

Mr. Metman. That is correct. In fact, he so described himself on 
many occasions, proudly, and indeed, we have every reason to acknowl- 
edge Mr. Kettering’s creative ingenuity. 

Senator Lone. Isn’t he the man who invented the original self- 
starter in the automobile, which could start the car without cranking 
it up? 

Mr. Metman. To him, sir, is ascribed the first design of the self- 
starter. May I quote from the TNEC hearings,”* page 16311: 

Mr. O’CoNNELL. It occurred to me that even in the absence of any patent laws 
at all, the mere force of competition in the industry would probably require 
the type of organization you have been describing. 

Mr. KetTertInG. I imagine so; yes. But I am a terribly optimistic person on 
what can be done if we get coordinated right. 

Mr. O’CoNNELL. I do not want to press the point, Doctor, but apparently 
organizations such as yours would undoubtely continue to function and would 
be forced by competition to function even were there no patent laws. 

Mr. KETTERING. We don’t run our organization for the purpose of taking out 
patents. We think only of the general problems. 

I do not know of a more eloquent way of summarizing the informed 
judgment of a man who has Rae eee in various types of 
design activity, and who was responsible for the management of large 
engineering facilities. 

yp mores Lona. Was he speaking as a General Motors executive at. 
the time he testified before the TNEC? 

Mr. Metman. Well, he was in that capacity at the time, certainly, 
sir. 

Senator Lone. Will you help us at this time with the appropriate 
tables and quotations in your documents here which support the state- 
ment you have made? While we do not propose to print the pam- 
phlet you are holding in your hand, we would like to take from that. 
the particular charts, the statistical data, which you say, support 
some of your statements here. 

I think that should be in the record in connection with these hear- 
ings. (See exhibit IX, p. 231.) 

Mr. Merman. I would be delighted to counsel with Mr. Gordon 
and call to his attention these particulars and data. 

Senator Lone. Let them be inserted in the record at this point. If 
you can spare it I would like to have a copy of that. Thank you so 
much for your presentation here, Mr. Melman. 

Mr. Ansperry. I have a question. I understand, Dr. Melman, that 
one of the chief arguments for what you might call the patent bonus 





** Hearings before the Temporary National Economic Committee of the Congress of the 
United States, 76th Cong., 3d sess. (pt. 30). 1940. = 
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under the Department of Defense policy is that the percentage profit 
accorded on a cost-plus-fixed-fee research and development contract is 
considerably less than most successful businesses except to make on a 
similar dollar volume of sales, which are not in the research field. 

In other words, if they make an automobile they expect to make 20 
percent and not 6 percent before taxes; and for this reason they should 
have the bonus of the later possible commercial development of the 
patents resulting from the research. 

Do you have any comment on that argument ? 

Mr. Metman. Yes. 

Mr. Gorpon. This is a cost-plus-fixed-fee. 

Mr. Metman. One of the major types of justification that is given 
for private profit as an incentive is that profit is a return to manage- 
ment for risk taking. The firms that you allude to, sir, who ask for this 
patent bonus, are precisely taking rather less risk than firms engaged 
in the production of products that are offered on the public market. 

Senator Lone. I must say, Professor Melman, that when I hear some 
of these people talk about the great risks they take on a cost-plus-fixed- 
fee contract, it makes me feel that the only risk is that they might lose 
their contract. They might misplace it in the desk drawer. 

Mr. Metman. There are other types ofrisks. There can be mistakes 
by accountants in the computing of costs. 

Mr. Gorvon. That can be rectified, can it not? 

Mr. Metman. I would think so, sir. These are administrative risks 
of trivial order of magnitude. 

But the essential point isclear. Firms operating on a Government 
contract, are paid for their costs, which include costs of managing, but 
are also offered a return on capital. They are being offered a guaran- 
teed profit. 

It would be a new theory of business enterprise that argues that 
profit is separable from risk taking. Perhaps we should ask some of 
the spokesmen for this point of view to elaborate on that. It might 
be very instructive. 

On the other hand, since the theories and system of understanding 
of profit involve no clearly definable limit as to what is a sufficient 
profit, it is plausible that persons who work for a profit, so to speak 
should appear and request legislation that gives them opportunity 
to take a larger profit. 

The problem before such a committee, sir, if I may venture to put it, 
is: What is the objective of the committee? Is it the objective of the 
committee to sponsor the profitability of large firms as a primary 
objective? It is the objective of the committee to sponsor the par- 
ticular profitability of any sector of firms of any size or of any indus- 
try? Or is it the objective of this committee to seek out policies 
that are to the benefit of the United States as a whole? 

Mr. Ansperry. And small businessmen too. 

Senator Lone. Thank you very much, Professor Melman. 

Mr. Mecman. It has been a privilege to be able to serve you today. 
Thank you. 

(Excerpts from the monograph prepared by Professor Melman 
follow :) 
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Exuisit IX 


EXCERPTS FROM COMMITTEE PRINT ENTITLED “THE IMPACT OF THE PATENT SYSTEM 
ON RESEARCH”’, ISSUED BY THE SUBCOMMITTEE ON PATENTS, TRADEMARKS, AND COPY- 
RIGHTS, SENATE COMMITTEE ON THE JUDICIARY (STUDY NO. 11), 85TH CONG., 2D 
SESS. 


A study of the Subcommittee on Patents, Trademarks, and Copyrights of the 
Senate Committee on the Judiciary (Study No. 11), 85th Cong., 2d sess., 
prepared by Professor Melman) 


Modern scientific and engineering research is increasingly characterized by 
the integrated application of the work of various specialists. The resulting 
conditions of interdependence in inquiry render the concept of the inventor 
obsolete to a considerable extent. The functions once embodied in the solo 
inventors who dominated the technical scene are now more often than not per- 
formed by various persons working in a cooperative group effort. To the extent 
that this is true, the traditional patent system, with its emphasis upon the pro- 
tection and reward of the inventor, necessarily becomes less attuned to the 
’ purpose that it was set up to perform (p. 18). 


* * * * * * * 


Scientists and engineers are now largely employees paid to exercise their 
occupational skills. This pavment is on a time, not a unit of production, basis, 
and is substantially independent of patent taking. Much of the scientific work 
is done in nonprofit institutions, and here it is carried on with virtually no 
accompanying patenting activity (p. 21). 

* * * * * * * 


There are no established and accepted ways of evaluating the money worth 
of patents, either in terms of cost or in terms of market value. The cost aspect 
is of greatest interest here. The difficulty in evaluating the cost of producing 
a given patent stems from the character of research. Where the activities 
of many persons must be integrated as necessary conditions for the production 
of given knowledge there are no known methods for obtaining an objective 
measure of the total worth of the inputs required to produce a given result 
(p. 22). 


a * * . * a * 


It is noted that the factors influencing industrial research activity are the 
changing circumstances of interfirm competition, much more than the availability 
of patents. Likewise, the conduct of research in universities and other nonbusi- 
ness groups is largely independent of patent considerations, since in the non- 
business laboratories knowledge is produced for its own sake and the search 
for knowledge irrespective of its commercial and industrial value, is a primary 
criterion in selecting research projects (p. 26). 


a. patent activity and business-sponsored research 


Among persons who are active in the patent field, there is substantial agree- 
ment that the opportunity to obtain patents has been a potent incentive for 
research outlays by industrial firms. If this assumption is valid, it supports 
the contention that patenting is an important factor in industrial research. 
But do the facts support the assertion? One way to find out is to examine the 
relation between patenting and research activities. The relation between re- 
search and patent activity can be approached in two ways, to wit, in aggregate 
terms and through the detailed records of particular firms. 

For the period 1941-54 there are reliable estimates of the total number of 
research scientists and engineers in the United States. These data can be 
compared with the number of patents granted on inventions by the Patent 
Office. The data of table 1 show a dramatic growth in the number of scientists 
and engineers from 87,000 in 1941 to 194,000 in 1954, an increase of 120 percent. 
During the same period the number of patents issued shows a marked fall. 
Even if allowance is made for administrative problems of the Patent Office 
and other factors, the larger picture that emerges is plain enough. There 
has been no growth in the number of patents taken on inventions that matches 
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the increased number of scientists and engineers in the industrial and other 
research laboratories in the country.’ 


TaBLe I.—The number of patents granted for inventions in relation to the growth 
of research scientists and engineers 














Index of Index of 
Research growth of Patents growth of 
scientists and research granted for patents 
engineers! |sclentistsand| inventions? | granted for 
engineers inventions 
Cee en ne a ee eee conan ann 87, 000 100 41, 184 100 
Meee 0 se. ls. Gai 125, 000 144 20, 149 49 
iin Cetin was nabgeshdegedh oiengcuges tae. paveeieaes 194, 000 220 33, 872 82 





1 Department of Defense, Office of the Secretary of Defense (Research and Development), The Growth 
of Scientific Research and Development, at 12 (1953). 

2 Department of Commerce, Historical Statistics of the United States, 1789-1945, at 312 (1949); Statistical 
Abstract of the United States, 1954, at 520 (1954); id., 1955, at 505 (1955). 


ven more striking is the lag that appears when one examines technological 
effort generally. Activity in patenting as compared with change in the total num- 
ber of scientists and engineers, not just those engaged in research and develop- 
ment work, is shown by table 2. As this table shows, from 1900 to 1954 there 
occurred a massive expansion in the number of scientists and engineers from 
42,000 to 691,000, an increase of 1,600 percent. In contrast, over this same period 
the largest increase shown in any given year in the number of patents granted 
was only 83 percent over the number granted in 1900 and in most years the in- 
crease was even smaller than this. The relationship between the growth of the 
number of scientists and engineers and the number of patents granted is reflected 
in the fifth column of table 2, by dividing the index of patent growth by the index 
showing the growth in scientists and engineers. The data show a steady and per- 
sistent decline from 1900 to date in patenting as compared to overall scientific 
and engineering employment. In other words, activity in taking out patents has 
lagged increasingly behind the total activity in science and engineering, as indi- 
cated in the growth of the total population of scientists and engineers, until today 
it is less than one tenth of what it would be had it kept pace’ (pp. 27-28). 


B. Emphasis upon patenting weakens the universities as scientific centers 


Insofar as concern with patenting spreads through the universities, they become 
correspondingly less valuable as producers of new knowledge. This results 
from: (1) the tendency to select problems for research on the basis of whether 
they will lead to patentable inventions, not whether they will add to the store of 
knowledge as an end in itself; (2) the introduction of managerial decision mak- 
ing over investigators; (3) restrictions on publication; and finally, (4) adverse 
effects on the students themselves. These effects on the characteristics of uni- 
versity-located research are independent of the availability of larger budgets, 
better buildings, and more staff (p. 40). 

* * * * a + # 


1 One may properly ask whether it takes more manpower and costs more to make a given 
invention today than it used to? The data available here do not give a direct answer to 
this question. The several tables shown in this chapter do show, however, that the differ- 
ences in rates of development between technical employment (and budgets) and patenting 
are large, both in the long run (1900-1954) and during shorter periods (1941-54, 1950-55. 
1940-55, and 1942-54). It seems unlikely that changes in the state and circumstances of 
science and production technology during these shorter periods have been sufficiently great 
to explain the lag in patenting activity shown by these statistics. The writer is advised 
that there is no indication of any steady upgrading, over the decades, in the Patent Office 
standards of invention which would account for the reduction in patenting—at least to an 
extent beyond that which would balance the increased competency of technicians. Whit- 
more, “What’s Got Into the Office Lately?’ 29 J.P.0.8. 869 (1947); cf. hearings before 
the Senate Subcommittee on Patents, Trademarks, and Copyrights, 84th Cong., 1st sess., 
at 72-95 (Oct. 10-12, 1955). 

2It may be suggested that the growth in Government-contracted research work during 
recent years may involve the emplcyment of technical men on work that is not conducive to 
patenting by the contractor firm, since the patents would be Government-owned, This 
would not, however, explain the decline shown in table 2, which shows relative patenting 
activity since 1900. Nor does it explain the situation among the individual firms, as shown 
in tables 3 to 6 and in figure 1. Of the firms, only one is very active in Government- 
contracted research and development, and the data for this firm have been adjusted to 
exclude the Government-contract research staff, 
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Pressures for aggressive patenting start in universities in the interest of 
securing additional funds for research and teaching. However, the managerial 
eharacteristics of the directed research efforts that tend to flow from this policy 
and are undertaken toward this end, abridge the free pursuit of knowledge as 
an end in itself. In turn, these methods tend to have a weakening effect upon 
the functioning of universities as centers for scientific work. Thus, in the long 
run, pressures for patenting and similar efforts, if sustained, could exhaust the 
resources of the university that are essential for the training of new investiga- 
tors and the pursuit of knowledge as an end in itself (p. 48). 

* * * * . * 


Patent-oriented control of research, as one aspect of the use of knowledge as 
property, leads to effects that run contrary to the requirements of efficient pro- 
motion of science. Business criteria, like any other closely defined criteria for 
selection of research problems, restrict the scope of acceptable problems and the 
freedom of the investigator. Business requirements for keeping knowledge 
secret block the free publication that is a necessary part of the process of 
inquiry. 

The effects noted. here are especially important in the promotion of science 
because of the interdependence and need for integration of knowledge which 
was described in chapter III, above. Under such conditions, the people who 
decide on research projects, the criteria used, and policies on publication affect 
the degree to which scientist and engineers may participate in the necessarily 
integrated effort of the expansion of technical knowledge. Insofar as the 
pursuit of patent rights contributes to research and publication policies that 
contradict the requirements of interdependence and integration, it may be said 
that the direction of effects of a patent system contradicts the requirements for 
the progress of science and technology (p. 48). 

There is nothing to indicate that the absence of the patent system would 
diminish the scope or character of scientific research in the universities. 
Indeed, insofar as patent pressures were removed from university scientists, 
this would probably strengthen the universities as producers of science and 
technology. Moreover, business expenditures for research, in the estimate of 
this writer, would not be appreciably diminished by the elimination of oppor- 
tunities for claiming patent rights. It is true that in the absence of patenting, 
some of the characteristics of industrial research might be revised. Com- 
petitive pressures along product and production cost lines, that now impel 
the expansion of industrial research outlays would, however, continue to be 
operative (p. 56). 

* * * * * oo a 


The evidence and analyses of this study indicate that there is a growing 
disharmony between the efficient production of new technical knowledge and 
the effort, through the patent system, to treat that knowledge under property 
relations. This disharmony is intensified as the division of labor in science 
increases and, as a consequence, the conduct of inquiry becomes increasingly 
social production that requires the integration of interdependent technical 
skills. These developments make it increasingly difficult to specify what is 
new, what is invention, and who is an inventor. The effects from these factors 
would not be essentially altered, in this writer’s opinion, by variation in the 
rules for establishing property rights to knowledge. 

The effort to operate a patent system formulated for the technological con- 
ditions of a century ago has proved to be increasingly awkward. The problems 
of patent-system operation, however, do not stem primarily from administrative 
shortcomings or from the absence of ingenuity among the able attorneys, judges, 
and Patent Office staffs who administer the system. Rather, they stem from 
the inability to apply the conceptions of a bygone era to the contemporary 
conditions under which technical knowledge is produced. At the same time, 
there can be little doubt that the patent system has been a useful instrument 
in industrial management’s competitive process. 

In this investigation, attention has been focused on the problem: Does the 
patent system now fulfill the constitutional purpose of promoting science and 
the useful arts, as indicated by the operation of industrial and nonprofit re- 
search laboratories? On balance, based upon the study of selected typical 
industrial and nonprofit research laboratories, the answer is “No.” 

The patent system in the contemporary scene has not, as a rule, promoted 
conditions that facilitate research in science or the industrial arts. On the 
contrary: In universities the effect of patenting pressures has been to inter- 
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pose managerial controls and commercial pressures where free, uninhibited 
inquiry is needed to promote the flow of science. In industrial laboratories 
research in the useful arts has been expanded rapidly, without a parallel 
growth in patenting activity. Moreover, the experience of a few firms, whose 
patent privileges have been recently abridged, indicates that these manage. 
ments maintain and expand their industrial research in order to cope with 
problems of product and cost competition. The development of research in 
these and similar firms will bear close watching. 

With or without a patent system, the efficient pursuit of knowledge in the 
universities and other nonprofit institutions will continue, within the limits 
of available resources, so long as the production of knowledge is treated as 
a sufficient end in itself. Industrial firms will continue to enlarge their re- 
search in the useful arts as dictated by competitive needs, with or without 
patent privileges. Henceforth, in the judgment of this writer, the main impetus 
for the promotion of science and the useful arts will come, not from the patent 
system, but from forces and factors that lie outside that system (pp. 61-62). 


s * * . * * * 


Senator Lone. We will now proceed and hear Mr. Anderson. 


STATEMENT OF ROLAND A. ANDERSON, ASSISTANT GENERAL 


COUNSEL FOR PATENTS, ATOMIC ENERGY COMMISSION; ACCOM- 
PANIED BY PHILIP G. READ, SMALL BUSINESS SPECIALIST, AEC 


Mr. Anverson. I believe the committee has the prepared statement. 
If you would like me to skip over and merely hit some of the high- 
lights I would be pleased to do so at the committee’s request. 

Senator Lone. You may proceed as you wish. ™ 

Mr. Anperson. Mr. Chairman and members of the committee, 
it is a pleasure to present the present policies and practices of the 
United States Atomic Energy Commission. 


THE COMMISSION CONTRACT POLICY 


The Commission has pursued a policy in its funded research and 
development and operating contracts of employing patent provisions 
under which the Commission is in position to acquire all rights in 
inventions and discoveries in the atomic energy field. This policy 
was initially promulgated by the Commission’s predecessor, the 
Mahattan Engineering District, and is in general, similar to the 
usual commercial and industrial practice where the private sponsor- 
ing company generally acquires all rights in inventions and discover- 
ies that result from the privately sponsored and funded research 
and development work. 

It is the Commission’s view that where the Commission sponsors 
and pays for research and development in the field of atomic energy 
that the resultant inventions and discoveries should be the property 
of the Government for the benefit, not only of the particular contrac- 
tor, but of the general public. This policy of the acquisition of all 
rights in inventions and discoveries in the atomic energy field to- 
ee. with a corollary technical data provision under which the 

ommission acquires rights in the data to use the same as it sees fit, 
has permitted the Commission and the Government generally, com- 
plete freedom of action as respects the dissemination of scientific and 
technological atomic energy information prepared and developed 


a Mr. Anderson read his complete statement, 
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under Commission contracts to the entire public, in the public interest 
and not just to contractors and other selected groups. The Com- 
mission’s ownership of the rights in the discoveries and inventions 
in the atomic energy field has avoided the granting of special priv- 
ileges and the establishment of preferred positions by contractors. 

While the AEC has a substantial number of research and devel- 
opment prime and subcontracts, as noted in the list of research and 
development prime and subcontracts reported during the 5-year period 
1954-58, as set forth in appendix A,”*® yet much of the programmatic 
research and development is performed by relatively few contractors. 
To the end of 1958 approximately 90 percent of the inventions re- 
ported under Commission contracts have been reported by some 14 
Commission contractors, so that, if AEC had a policy of acquirin 
only a governmental license, the possibility of establishing cibesel 
positions does exist. 

One of the present effects of the AEC patent and technical data 
policy is that all unclassified technological and scientific information 
prepared and developed by the Commission and its contractors is 
presently available to every company presently engaged in atomic 
energy work. Everyone is entitled to use the scientific and technical 
data and the inventions and discoveries that have resulted from 
Commission contracts. This utilization of technology would not be 
possible under a program that provided only for royalty-free use by 
the Government. 

This policy, although adopted during the early days of the MED 
project, has been implemented by the statutory provisions of the 
Atomic Energy Act of 1954. The 1954 act has three sections dealing 
specifically with the rights of the Commission in inventions and dis- 
coveries resulting from or arising out of Commission contracts— 
namely sections 152, 159, and 161(¢). 

The specific patent article used by the Commission reserves to the 
Commission the right to determine the disposition of title to and 
rights in and to any inventions or discoveries made or conceived in 
the course of, in connection with, or under the terms of the contract. 
In instances where the contractor has an established industrial and 
patent position in the nonnuclear field and the research is conducted 
in other than a Commission laboratory or facility, the article employed 
provides for the contractor’s retention of at least a nonexclusive license. 
If, in addition thereto the research and development work relates 
only incidentally to basic research of the Commission and results from 
more or less routine development work, the contract provision used 
provides for the retention of a sole license (except as against the 
Government) in the contractor for purposes other than for use in the 
production or utilization of special nuclear material or atomic energy. 

Where the Commission supports research in a field where the con- 
tractor has already done some research, which is generally described 
as a “background position,” the Commission also acquires a nonexclu- 
sive license for governmental purposes or some other limited purpose 
in such background contributions. The scope of the background pro- 
vision is dependent upon the facts of the situation and the particular 
purposes of the research and development work. 


%> See exhibit X(A), p. 238. 
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There is one other contract patent provision which the Commission 
employs that may be of general interest, namely the patent indemnity 
provision in favor of the Government. Where the Commission pur- 
chases standard or commercial items or where the contract is for ser- 
vices to be performed in a manner normally utilized by the contractor, 
the Commission incorporates in such contracts or purchase orders, a 
provision under which the contractor indemnifies the Government in 
respect of patent infringements that result from the furnishing of 
such a standard or commercial components or items, or result from the 

rformance of such standard services. 

This, in brief, is the Commission’s contract patent picture. 


THE COMMISSION’S AUTHORITY TO LICENSE PRIVATE PATENTS 


The Atomic Energy Act of 1954 has a unique provision that may 
be of interest to this committee, namely section 153 that provides for 
compulsory licensing of privately owned patents in the atomic energy 
field under unusual circumstances. The section was recently extended 
by section 114 of the AEC Authorization Act, Public Law 50, 86th 
Congress, so that provision, as extended, is in force as to any patent, 
the application for which is filed on or before September 1, 1964. 
The Commission has had no occasion to invoke the authority to date. 
The Commission considers it a reserve power which, if the occasion 
arises where, in the public interest, the Commission deems that (1) 
the invention is of primary importance in the production or utili- 
zation of special nuclear material or atomic energy and (2) the 
licensing is of primary importance to effectuate the policies and 
purposes of the act, the same could be invoked. 

ne very existence of the authority may have a salutary effect and 
prevent abusive and unhealthy situations. The restrictive conditions 
and procedures surrounding the exercise of the authority are such that 
it could only be used in comparatively rare and compelling cases 
where the patent owner refused to license a Commission authorized 
private activity. 

One of the situations that could arise for employing said section 153 
involves the private atomic power industry. A private company 
operating a pore reactor generating electricity for some local com- 
munity could find itself subject to a patent infringement charge on 
a fuel element covered by a patent which was issued subsequent to 
the construction and startup of the reactor. In such an instance, if 
the owner refused to license the company, the authority of the Com- 
mission under subsection 153a could be involved or the company could 
initiate proceedings under subsection 153c. If the company initiated 
a proceeding and the Commission found that the company’s activities 
met the tests of “primary importance” under subsection 153e, the 
Commission could grant a license and if the patent owner and the 
company could not agree on a reasonable royalty the Commission 
could, after hearing, fix the reasonable royalties. The only benefit 
of the normal patent system that the owner of such a patent is denied 
by section 153 is the injunctive relief. Where the activities are of 
“primary importance” to the furtherance of the Atomic Energy Act 
it can be seriously questioned whether the public inconvenience and 
interest is not such as to warrant denial of injunctive relief. 
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THE LICENSING OF COMMISSION OWNED PATENTS 


The Commission is authorized to hold patents and to license and 
otherwise treat with patents by sections 156 and 161(g) of the Atomic 
Energy Act of 1954. 

Section 156 provides for the establishment of standard specifications 
for the granting of licenses and the specifications have been promul- 

ated and are set forth in 10 C.F.R. 81. The Commission has a port- 
Folio of some 2,225 U.S. patents, several hundred foreign patents, 
and several thousand U.S. and foreign patent applications. In ad- 
dition thereto several hundred domestic and foreign patent applica- 
tions have been filed by contractors on inventions in which the 
Commission has rights. ‘The domestic and foreign applications 
filed by the Commission and its contractors over the past 5 years are 
set forth in my exhibit (B). (See exhibit X(B), p. 238.) 

The Commission has, to date, granted over 780 royalty-free licenses 
and in addition contractors have retained licenses in some 425 patents. 
The Commission’s policy is to grant, upon request, royalty free, non- 
exclusive licenses on Commission-owned U.S. patents to all, and to 

rant the same type of nonexclusive license to U.S. industry on 
Piccosieslon: foreign-owned patents. 

The Commission’s research and development contract articles in- 
clude a provision that all technical data developed in the course of 
contract work become the property of the Commission, to be used by 
the Commission as it sees fit, so that the Commission may be in a 
position to fulfill its statutory responsibilities for dissemination of 
technical and scientific information under sections 3 and 141b of the 
Atomic Energy Act of 1954. 


THE COMMISSION’S PUBLICATION POLICY 


The Commission has a vigorous program for the dissemination and 
publication of such technological atomic energy information. In the 
past 3 years over 46,800 documents have been declassified and made 
available aside from the many thousand unclassified reports and 
documents released and disseminated either directly or through con- 
tractors. 

It is hoped that the foregoing information as to the Atomic Energy 
Commission’s patent policies will be found useful in the studies of 
your committee. 
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(The documents referred to follow :) 


EXHIBIT X (A) 


Research and development prime and subcontracts reported to the Office of the 
Assistant General Counsel for Patents between the years 1954 and 1958, inclu- 
sive, in which was incorporated a patent provision in accordance with the 
Commission’s policy 

















Prime contracts Subcontracts 
Year 
A B Cc A B Cc 
159 & 6 371 18 29 
174 8 8 499 27 36 
234 14 24 501 38 73 
243 6 10 508 32 48 
aida icniki nd taatenitetedetabcded macaahs 242 3 15 393 8 32 





NotTEeE.—Those indicated as type A are contracts in which the Commission has the right to acquire all of 
the rights. Type B are those in which the contractor, by contract, retains at least a nonexclusive license, 
Type C are those in which the contractor, by contract, retains the exclusive rights (except as against the 
Government or its account) for purposes other than use in the production or utilization of special nuclear 
material or atomic energy. 


EXHIBIT X(B) 


Domestic and foreign patent applications filed by the Commission or its 
contractors between Jan, 1, 1955, and Nov. 15, 1959 





Domestic filed by— Foreign filed by— 
Year “| 
AEC | Contrac-| Total AEC | Contrac-| Total 
tor tor 
NR ictal Aas iledaibapaeiste nlatdigii tas Sells intense 227 38 265 25 35 60 
TE ciiessins nicheiatasnm wien tee ceemarad 15 253 86 35 12] 
EE Aredicakid iGhbicwcscoaketandmssaiuwmaes 213 47 260 236 34 270 
a leas srid ities se eden pie wide gineimnaniieiail 217 32 249 327 43 370 
rh 664bs4 sds 60 bnew S ese anssbcuweaeons 195 34 229 368 79 447 
Comins SOOM Di cc ee 1, 090 166 1, 256 1, 042 226 1, 268 





Norte.—In most of the applications filed by contractors the Commission has retained exclusive infield 
rights subject to a nonexclusive license in the contractor. In some of the applications filed by contractors 
the subject matter is deemed not of sufficient primary interest to the Commission’s activities so that the 
Commission has only retained a nonexclusive license. 


Senator Lone. Could you tell me how much classified material you 
are holding as compared to the amount of unclassified ? 

Mr. Anverson. I think today it is fair to say it is only that in- 
formation which pertains to the military aspects of our program 
which is classified, and I would venture a guess that there is a very, 
wer small percentage, somewhere less than probably 5 or 6 percent; 
and this is only a guess on my personal part, but I would say it was 
a very small part. 

I think it 1s fair to say that all technological information in the 
field of atomic energy, except weapons information and production 
data is unclassified or declassifiable, as we call it. 

Senator Lone. Do you believe the policy you are following in the 
Atomic Energy Commission is the best way to get ahead with this 
job by staying out in front of the Soviets and our competitors? 

Mr. Anperson. I think in atomic energy we have a unique situation. 

We had a development that occurred during an emergency period 
of the Government. 
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The Government paid for the entire basic program and has car- 
ried on largely the research and development program in this area. 

I think, therefore, it may be said that up until the present time, 
at least, we feel our policy has been correct in that it has permitted 
everyone to use this information for which the public is the largest 
single contributor. 

Senator Lone. What type of incentive awards do you give to 
your employees, or others who find patentable information ? 

Mr. Anverson. The Commission has established an incentive award 
system for valuable contributions as to which its employees may be 

ranted an award, and one of the things taken into account is in- 
ventions that may have been made by that employee. 

He can get his award without ever having made an invention. We 
do not give an award merely because of invention insofar as our 
employees are concerned. 

With respect to our contractors, if the contractor has a policy 

Senator Lone. What type of award would it be? 

Mr. Anperson. In the nature of value? 

Senator Lone. Can you give me a typical instance of the type of 
award that you are talking about, and handing out? 

Mr. Anperson. Yes, sir. 

One of our employees made a contribution in the form of a new 
detecting system which was very valuable insofar as protecting our 
various installations are concerned. 

This employee submitted to the Commission his invention. 

We filed an application on it and the patent has recently issued. 

We have accorded a number of commercial licenses on that patent. 
He, in addition to his regular salary, was given an award, I believe, 
of $500, and one of his coworkers was given a smaller award very 
recently by the Commission under the Suntaiialonte award system. 

Senator Lone. $500? 

Mr. Anperson. $500. 

Now, the Commission has established under section 157 an award 
system under which the principal award is the Fermi Award, which 
is given as an annual award to an outstanding scientist or contributor 
to the atomic energy field. 

This award consists of a medal, a citation, and a $50,000 check. 

It might be of interest to this committee to know that the award was 
made only a week ago for the year 1959 to Dr. Glenn T. Seaborg the 
codiscoverer of plutonium, and a very active scientist in the early days 
on the Commission’s program who, with his coworkers, developed the 
present separation methods that the Commission is employing in its 
large plants. 

This award has been given to Dr. Fermi, who was the first recipient, 
Dr. von Neumann, who was the second, Dr. E. O. Lawrence was 
the third; and Dr. Wigner was the fourth recipient. 

In addition, the Commission has recently established what is known 
as the E. O. Lawrence Award, which will consist of a medal and a 
citation, as well as a monetary award. 

It can go, I believe, from $5,000 to $25,000, and is to be given to 
junior scientists for their valuable contribution in the program. 

Senator Lone. Don’t you have it within your power to give as much 
as $100,000? 
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Mr. Anpverson. We have no limitation as respects the awards that 
may be given. 

The Commission, pursuant to the general statutory authority, set 
$50,000 as the upper limit for this award, which is an award given 
for recognition and not as a matter of right. 

We have an awards system in the Commission which is, one might 
say, similar to a court of Claims action, whereby a private inventor 
who makes a contribution in the atomic energy field and complies with 
certain requirements may come and make an application for an award 
before our Patent Compensation Board. 

There is no limit as to the amount of the award that Board can 
make. 

Senator Lone. How do you think your award system compares as 
far as incentive is concerned with most of the private concerns, large 
corporations ? 

Mr. Anperson. I think our internal system compares to private 
concerns and in that respect let me say when it comes to what the pri- 
vate concerns do for their employees, the fact that the invention is 
made under a Commission contract, does not exclude the employee 
from getting an award under the awards system that the contractor 
has, and we reimburse him for the amount of award that the contrac- 
tor pays to the employee. 

For example, if the company has a system of awards whereby upon 
the filing of a patent application the employee is entitled to $50, he 
gets that even though title goes to the Commission, and if the patent 
goes to issue and the company pays an additional $50 for the issuance 
of a patent to an employee, that money is paid to him and we reimburse 
the contractor under the contract. 

Senator Lone. I notice in section 306 of the NASA Act, they have 
the power to go up to $100,000, and they can go beyond that, providing 
they get the approval of Congress on it. 

I do not recall whether they have ever asked Congress for such 
approval. If it happened, I do not know about it. 

In view of that $100,000 figure, it would seem to me you might very 
appropriately set your top award at $100,000. 

Mr. Anperson. That could be. 

Senator Lone. Right now it is $50,000? 

Mr. Anverson. Right now at the present time it is $50,000. 

Senator Lone. Do you find that this incentive and award program 
does play a considerable part in getting better work from your scien- 
tists and engineers? 

Mr. Anverson. I think it is difficult to evaluate that. I think that 
certainly so far as we have been able to ascertain from our contractors, 
we find that the employees are very desirous of reporting inventions 
and getting a patent application filed in order to even get that little 
honorarium of $50, $100 or $150 or in some instances it might go up as 
high as $500 because it is just a little more in their pockets in addition 
to their salary. 

I think we should recognize it is not only these monetary awards 
these gentlemen might receive by virtue of making an invention, they 
get credit in their company. They may move along faster in the com- 
pany ; they may be recognized as being of a creative mind, and thereby 
their salaries are increased. 
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Senator Lone. Some years ago I played some part in the passage of 
a bill that gave you the right to make merit awards on an annual basis 
to employees who just did a good job. That had nothing to do with 
patents, but just somebody who did a good job and found some ways to 
do things better. 

Do you use that system as well? 

Mr. AnpeRson. We do, and that is given for meritorious service 
on an annual basis to outstanding employees of the Commission. 

Senator Lone. As I recall, that law has been modified and ex- 
panded since I first offered the amendment, but if I recall correctly, 
you can give both a cash award and you can give a fellow a pay raise 
which would be permanent, a permanent pay raise, or advancement 
in his grade. 

Do you use all of those ? 

Mr. Anperson. I do not know about the advancement in grade 
by virture of meritorious contribution as the sole factor. I think 
we do use the system of giving a citation, a medal, and a cash award 
to employees who do make valuable contributions. 

I think that, in general, the cash amount varies from something 
like $750 to $2,000, $3,000, up to $5,000 even. 

Senator Lona. Yes. 

It would seem to me that few awards—if you had a few awards 
sprinkled here and there among your Commission, it would un- 
doubtedly help to bring better results. 

Mr. Anverson. It certainly is good for the morale. 

Senator Lone. Yes. 

Mr. Anverson. If it is properly administered. 

Senator Lone. Yes. 

I have nothing further. 

Mr. Gorpvon. I think we can run through these questions fairly 
rapidly. 

The AEC then, in its patent policy, is following the usual busi- 
ness practice, is that right ? 

Mr. Anperson. By usual business practice, I assume you mean 
that the industrial concern that pays the research generally ac- 
quires the patents as a result of the employee’s efforts ? 

Mr. Gorvon. That is correct. 

Mr. Anperson. To this extent we are following what may be said 
to be similar to an industrial practice as regards inventions in the 
field of atomic energy. 

Mr. Gorvon. The contractor could still use the invention in a com- 
mercial field, can’t he? 

Mr. Anperson. Yes, sir. As I said, we grant licenses nonexclu- 
sively to everyone, including the contractor. 

Mr. Gorpon. Do you believe that your policy makes it easier to 
acquire scientific knowledge and disseminate it to the community 
than thet other policies outlined, say, this morning? 

Mr. Anperson. There are no limitations as respects what the Com- 
mission can disseminate except securitywise, and we acquire the tech- 
nical data of the contractor that are developed and furnished under 
the contract. To this extent, the Commission, I suppose, is in position 
to see that that information is disseminated, whereas in some other 
departments, they may not have this publication authorization and, 
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in fact, under the Atomic Energy Act, I think we could refer to sec- 
tions 3 and 141(b), we are directed to disseminate the scientific and 
technical information. 

Mr. Gorvon. I see. 

Do you believe your policy avoids the granting of special privileges 
to a greater degree than the policies of other agencies in Government ? 

Mr. Anperson. I suppose to the extent that we acquire the rights, 
mechanical data, and patents involved in research, it may further the 
better interests of an overall program in atomic energy. 

Mr. Gorpon. Mr. Anderson, it has been stated that unless all rights 
are given away to the contractor, it would be extremely difficult to 
secure contractors willing to do research and development work for 
you. Did you find that to be your experience ? 

Mr. ANDERSON. In my own personal experience, I cannot say that 
we have had difficulty in getting contractors to do research and devel- 
opment work because of our patent policy. 

There may have been, one or two instances where the contract 
negotiations fell through because of our patent policy. 

I think it fair to say there may be other situations where industrial 
concerns do not come to us and request research and development 
work because of our policy. 

Senator Lone. Is it not also true that if some of these concerns 
were not able to acquire patent rights from the Department of De- 
fense, they might be at your doorstep trying to get your contracts? 

Mr. Anpverson. No. I think many of the same concerns they nego- 
tiate with, we have contracts with. 

Senator Lone. Is that right? 

Could you, if possible, supply us with a list of the few large corp- 
orations with whom you believe the Department of Defense is doing 
business, as well ? 

Mr. Anperson. I believe we might be able to furnish such a list. 

Senator Lone. I am interested in which of the 100 or 200 largest 
corporations perform research activities for you. 

Mr. Anperson. With the Commission ? 

Senator Lone. Yes. 

Mr. Gorpon. As I understand it, Mr. Anderson, even with your 
present policy you have no difficulty getting your work done by com- 
petent people; is that correct ? 

Mr. Anverson. Thus far to date we have not. 

Mr. Gorpon. Youhavenothad. I see. 

Which policy, in your opinion—I’m really asking you to compare 
your policy with that of other agencies—is more conductive to the 
growth and development of this particular infant industry? It is 
an infant industry, 1s it not? 

Mr. Anperson. You are speaking now of the atomic energy in- 
dustry ? 

Mr. Gorpon. That is right. | 

Mr. Anperson. My own personal views on that is that our present 

olicy has facilitated to a certain extent getting people into an infant 
industry because they are in position to utilize the technology and the 
patents that have come out of it, so that I would suppose that my 


*% See exhibit XI(E), p. 249. 
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C- answer to your specific question is that I personally feel that our 
id present policy has assisted in some respects in promoting certain 
| areas of atomic energy. 

I should also qualifiedly say that there may be justification for 
es many policies in the Government. I am not of the opinion that the 
Le present policy of the Commission is the only policy that should be 
S, pursued by a Government agency. I think you have to take into 
1e consideration what its objectives and what its responsibilities are 

as respects the public and the Government, rather than saying one 
ts policy should be fixed for all agencies of Government. 
to Mr. Gorvon. Have your contractors protested against your policy ? 
or What is their general feeling about it ? 

Mr. Anperson. I think we can say that the contractors have pro- 
at tested, and industrial associations and patent associations have ex- 
1- pressed themselves rather uniformly and consistently against the 

policy pursued by the Commission in the atomic energy field. 
et Mr. Gorvon. I hesitate to ask this, but would it be fair to say that 
whereas the effects of your policy are to make scientific data readily 
al available to all in this field, the effects of the DOD policies are just 
at the opposite, that is, to make data less available, and in many cases 
unavailable? 
1s Mr. Anperson. I do not know if I am even qualified to speak as to 
e- what effects the DOD policies have. 
3% I think certainly under certain of their programs they acquire 
O- pretty much the same kind of information and are privileged to 
disseminate that. 

Mr. Gorvon. We have had testimony yesterday that businessmen 
D- tried to secure data, technological and scientific knowledge, which 
ig had been developed at Government expense, and found it to be un- 

available. These businessmen could not get it, even 3 years after 
m the development of a particular item. 
st This is one of the consequences of that type of policy. 

Would it be fair to say that the effects of your policy are to make 
scientific data easily available to all in your particular field—and 
this is in direct contrast to the effects of the other policies? 

ir Mr. Anpverson. Certainly the effects of our policy is to make it 

1- available to everyone. Whether that is the wisest policy or the pre- 
ferred policy to advance a particular thing at a particular time may 
be questioned. 

I think that certainly if you have got a responsibility, as we have, 
re where you have got a basic development that has taken place, at the 
Tt) expense of the Government, that we owe on obligation to the public 
is to make that kind of information available. 

On the other hand, you could also find if you are making a devel- 
1- opment contract merely for an improvement of an existing commer- 

cial device, that it may be unjustified to ask that the technical data 
be given for anything more than for your own governmental uses, 
it that is, under those kinds of limited circumstances. 
at Mr. Gorpon. If the available new scientific knowledge is essential 
18 for scientific growth, would you include then that, perhaps, the other 
y policies that we have just been discussing might tend to retard our 


rate of growth? 
Mr. Anperson. There may be situations where this would be the 
case, and there may be other situations where the fact that you publish 
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means nobody takes and uses that knowledge, and therefore, to the 
extent that it falls by the wayside and no development takes place, 
that is not good. 

Mr. Gorpon. Can you give any specific examples of this? 

Mr. Anverson. Of the latter? 

Mr. Gorpon. Yes. 

Mr. Anperson. No, I cannot. 

Mr. Gorvon. On the other hand, I can give you some specific ex- 
amples where information had been put into the public domain, where 
title had been taken by the U.S. Government, and where businessmen 
tried to get licenses. 

I do hear of this possibility that you mention, but nobody seems 
to give any specific examples. All of the specific examples are on 
the other side. 

Senator Lone. Is there any reason why there should be so few 
examples of the possibility you suggest ? 

Mr. Anperson. I do not know. I think we have looked up and 
sought to see whether or not our type of information made available 
to industry, had been used by industry. I think we, in the Com- 
mission, believe that the Commission patents have made a significant 
contribution to American industry, and that they have provided a 
foundation and contributed to the unhindered and rapid development 
In certain areas. 

I can give an example of that in the fact that one of the out- 
standing developments stemming from our program was the estab- 
lishment on an industrial scale of hydrometallurgical methods for the 
processing of various types of ores to separate and recover the metal 
values, such as uranium, vanadium, and the separated rare earths. 

Many of the uranium ore-processing plants today that are producing 
material for us, employ what is known as the anion exchange resin 
process that was developed by Commission contractors. 

Also one of the methods developed by the Commission is the solvent 
extraction method for the recovery of uranium values, and in this area 
the companies that are producing the particular uranium concentrate 
for us are—a lot of them are—employing this particular development. 
It was made and developed under particular AEC research contracts. 

Senator Lone. Do you know whether the British are permitting the 
same type of development? Are they permitting private patents on 
atomic developments? 

Mr. Anverson. The British ? 

Senator Lone. Yes. 

Mr. Anprerson. Yes. The British, I believe, employ a system in 
atomic energy somewhat similar to the Commission. 

They allow the contractor a royalty-free license, and they retain the 
other rights, the balance of the rights, and accord licenses usually 
bearing royalties, on the patents that the United Kingdom Atomic 
Energy Authority acquires by virtue of its contracts. 

Senator Lone. If a person is working on an atomic energy contract 
in England, and he discovers something he has a competitive advan- 
tage over those who get licenses by virtue of the fact that they must 
pay to the British Government a royalty for the use of the patents 
which he discovered ? 

Mr. Anverson. That is correct. The contractor gets the advantage 
of not having to pay a royalty. Everybody else—the Government 
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may, I think their policy is a flexible one enough to say they may grant 
free licenses, but I believe, generally, they grant them for reasonable 
royalties. 

Senator Lone. So they give him some advantage? 

Mr. Anperson. They give the contractor, at least the initial advan- 
tage, of getting royalty-free license on inventions that are made under 
his particular contract 

Senator Lone. Yes. 

Mr. Gorvon. What advantages does a contractor get in doing R. & D. 
for the AEC ? 

Mr. Anperson. I suppose know-how, technical knowledge, and 
acquaintance with the type of work, the hope that he will develop 
things that will be useful in the field of peaceful uses of atomic energy 
later which will have commercial application. 

At the same time, he acquaints himself and his organization with 
the overall activities in atomic energy. 

Senator Lone. You have not mentioned profit. Does he make 
money out of it? 

Mr. Anprerson. I think our contractors get a profit, and I think 
in many respects those contractors are plowing their profits back into 
research and development in their own private atomic energy work 
and acquiring patents on their own atomic energy work. 

Senator Lone. Is it your impression, then, that most of your con- 
tractors feel that this is going to be a great field for the future, and 
what they are making out of research and development contracts under 
AEC, they are trying to get even further ahead in their fields, looking 
toward the future? 

Mr. Anperson. I think it fair to say that most of our contractors 
are engaging in private work looking toward the future. 

Senator Lone. You mentioned the granting of licenses to people 
to use discoveries in the field of atomic power or other uses of atomic 
energy. 

Do you charge them a fee for those licenses? 

Mr. Anperson. No, sir. They are accorded free upon request. 

Senator Lone. Would know-how then be about the only advantage 
that a person who developed an atomic discovery have over the 
fellow who applied for the license? 

Mr. Anpverson. I think this is fair. The fact that he had the 
contract and has a certain amount of advantage by virtue of know- 
how that has been developed. 

Senator Lone. Are the contractors also required to make available 
to you such know-how as they have? 

Mr. Anperson. Yes, sir. 

Senator Lone. In other words, they are required under the con- 
tract to make available all patentable knowledge, and other processes ? 

Mr. Anperson. We have a provision which reads that all tech- 
nical data, information, developed in the course of the contract is 
made available to the Commission for use of the Commission and 
to be used by the Commission as the Commission sees fit. 

Senator Lone. Have you had many complaints from small busi- 
ness or other concerns, or various competitors, who want to compete 
with those who are presently contracting with you that corporations 
have not made available know-how or technical information in time 
for them to bid on work you are putting out? 
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Mr. Anverson. No, sir; I have no personal knowledge of any 
complaint of that character. 

Senator Lone. In other words, so far as you know, when you have 
a contract to let, those who bid on it and negotiate for it feel they 
have had adequate information made available to them in order to 
make their proposals to you? 

Mr. Anverson. I hope we find this to be the case. You may find 
that, despite all the information you furnish to someone who is coming 
in, it takes a certain amount of education and a period of education 
before he may perform as well as someone who has been in the area 
or field for a number of years. 

Senator Lone. We had testimony yesterday that a person who was 
manufacturing cameras, who had been in the camera business a long 
time, wanted to bid on a contract for cameras. He could not get 
the information he would need to have, and could not even see a 
model of the camera on which he was invited to bid. 

You have not had any complaints of that sort? 

Mr. Anverson. No, sir; not to my knowledge. 

Mr. Awnsperry. Mr. Anderson, what is the annual dollar volume 
of your research and development contracts ? 

Mr. Anverson. I believe our entire research and development pro- 
gram for the last year, 1958, ran into something of $640,000,000 for 
all types of research and development conducted by the Commission. 

Mr. Reap. These are accrued costs during the year as opposed to 
contract obligations ? 

Mr. Anperson. This is Mr. Philip A. Read, who is the specialist 
on small business for the Commission. 

Mr. Gorpon. Mr. Anderson, will you supply for the record R. & D. 
sample contracts which show that the technical information developed 
under AEC sponsorship becomes Government property ? 

Mr. Anperson. Yes, sir. In that letter you would just like a 
sample of our patent clauses? *° 

Mr. Gorpon. Yes, sir. 

Senator Lone. Thank you so very much, Mr. Anderson. 

Mr. Anperson. Thank you, sir. 

(Data subsequently furnished by Mr. Anderson follows :) 


Exuirit XI 


U.S. Atomic ENERGY COMMISSION 
Washington, D.C., December 17, 1959. 
Hon. Russet B. Lona, 
Chairman, Subcommittee on Monopoly, 
Select Comittee on Small Business, 
U.S. Senate. 

DEAR SENATOR LONG: Pursuant to your request at the hearings last Wednesday, 
December 9. 1959, there is submitted herewith the types of patent articles 
employed by the Commission in research and development contracts. The type 
A article is the usual contract provision employed in Commission basic and 
programmatic research and development contracts. The other provisions, type 
B and ©, are. as stated at the hearings and noted, employed where contractors 
have an established industrial and patent position in the non-nuclear field. 

There is also submitted as attachment D, pursuant to your request, a copy 
of the usual technical data article employed in research and development 
contracts. 


% See exhibits XI (A), (B), (C), (D), and (B), pp. 247-251. 
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You reauested a list of a number of Commission research and development 
eontractors who, it is believed, also have research and development contracts 
with the Department of Defense. Attachment FE is the Jist and it should be 
noted that the Commission and Department of Defense contracts for research 
and development may be with different divisions of the same parent corporation. 

Very truly yours, 
RotanpD A. ANDERSON, 
Assistant General Counsel for Patents. 


EXHIBIT XI(A) 
TYPE A PATENT PROVISIONS 


The following patent article shall be used when the work to be performed or 
the material or equipment to be furnished by the contractor is of such char- 
acter that any inventions or discoveries that may be made probably will relate 
directly to or concern some phase of the research or development work which 
AEC conducts or sponsors. 

1. Whenever any invention or discovery is made or conceived by the con- 
tractor or its employees in the course of, in connection with, or under the terms 
of this contract, the contractor shall furnish the Commission with complete 
information thereon ; and the Commission shall have the sole power to determine 
whether or not and where a patent application shall be filed, and to determine 
the disposition of the title to and rights under any application or patent that 
may result. The judgment of the Commission on these matters shall be ac- 
cepted as final; and the contractor, for itself and for its employees, agrees 
that the inventor or inventors will execute all documents and do all things 
necessary or proper to carry out the judgment of the Commission. 

2. No claim for precuniary award or compensation under the provisions of the 
Atomic Energy Acts of 1946 and 1954 shall be asserted by the contractor or its 
employees with respect to any invention or discovery made or conceived in the 
eourse of, in connection with, or under the terms of this contract. 

8. Except as otherwise authorized in writing by the Commission, the con- 
tractor will obtain patent agreements to effectuate the purposes of paragraphs 
1 and 2 of this article from all persons who perform any part of the work under 
this contract, except such clerical and manual labor personnel as will not have 
access to technical data. 

4. Except as otherwise authorized in writing by the Commission, the contrac- 
tor will insert in all subcontracts provisions making this article applicable to 
the subcontractor and its employees. 


Exnuisit XI(B) 
TYPE B PATENT PROVISIONS 


The following patent article shall be used when the work to be performed 
or material or equipment to be furnished by the contractor is of such character 
that any inventions or discoveries that may be made probably (a) will relate 
only incidentally (and not directly) to some phase of the basic research or 
development work which AEC conducts or sponsors, but (0b) will relate to a 
field of work in which the contractor has an established industrial and patent 
position. 

1. Whenever any invention or discovery is made or conceived by the con- 
tractor or its employees in the course of, in connection with, or under the terms 
of this contract, the contractor shall furnish the Commission with complete 
information thereon; and the Commission shall have the sole power to de- 
termine whether or not and where a patent application shall be filed, and to 
determine the disposition of the title to and the rights under any application 
or patent that may result; provided, however, that the contractor, in any event, 
shall retain at least a nonexclusive, irrevocable, royalty-free license under 
said invention, discovery, application, or patent, such license being limited to 
the manufacture, use, and sale for purposes other than use in the production 
or utilization of special nuclear material or atomic energy. Subject to the 
license retained by the contractor, as provided in this paragraph, the judg- 
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ment of the Commission on these matters shall be accepted as final; and the 
contractor, for itself and for its employees, agrees that the inventor or inventors 
will execute all documents and do all things necessary or proper to carry out 
the judgment of the Commission. 

2. No claim for pecuniary award or compensation under the provisions of 
the Atomic Energy Acts of 1946 and 1954 shall be asserted by the contractor 
or its employees with respect to any invention or discovery made or conceived 
in the course of, in connection with, or under the terms of this contract. 

3. Except as otherwise authorized in writing by the Commission, the con- 
tractor will obtain patent agreements to effectuate the purposes of paragraphs 
1 and 2 of this article from all persons who perform any part of the work under 
this contract, except such clerical and manual labor personnel as will not have 
access to technical data. 

4. Except as otherwise authorized in writing by the Commission, the con- 
tractor will insert in all subcontracts provisions making this article applicable 
to the subcontractor and its employees. 


ExHIBIT XI(C) 
TYPE C PATENT PROVISIONS 


The following patent article shall be used when the work to be performed or 
the material or equipment to be furnished by the contractor is of such character 
that any inventions or discoveries that may be made will probably: (a) relate 
only incidentally (and not directly) to some phase of the basic research or de- 
velopment work which AEC conducts or sponsors, (0b) relate to a field or work 
in which the contractor has an established industrial and patent position, and 
(c) result from routine development or production work by the contractor. 

1. Whenever any invention or discovery is made or conceived by the contractor 
or its employees in the course of, in connection with, or under the terms of this 
contract, the contractor shall furnish the Commission with complete information 
thereon; and the Commission shall have the sole power to determine whether 
or not and where a patent application shall be filed, and to determine the dis- 
position of the title to and the rights under any application or patent that may 
result ; provided, however, that the contractor in any event, shall retain at least 
a sole (except as against the Government or its account), irrevocable, royalty- 
free license with the sole right to grant sublicenses, under said invention, 
discovery, application or patent, such license being limited to the manufacture, 
use, and sale for purposes other than use in the production or utilization of 
special nuclear material or atomic energy. Subject to the license retained by 
the contractor, as provided in this paragraph, the judgment of the Commission 
on these matters shall be accepted as final; and the contractor, for itself and 
for its employees, agrees that the inventor or inventors will execute all docu- 
ments and do all things necessary or proper to carry out the judgment of the 
Commission. 

2. No claim for pecuniary award or compensation under the provisions of 
the Atomic Energy Acts of 1946 and 1954 shall be asserted by the contractor 
or its employees with respect to any invention or discovery made or conceived 
in the course of, in connection with, or under the terms of this contract. 

3. Except as otherwise authorized in writing by the Commission the contrac- 
tor will obtain patent agreements to effectuate the purposes of paragraphs 1 
and 2 of this article from all persons who perform any part of the work under 
this contract, except such clerical and manual labor personnel as will not have 
access to technical data. 

4. Except as otherwise authorized in writing by the Commission, the con- 
tractor will insert in all subcontracts provisions making this article applicable 
to the subcontractor and its employees. 


ExHIBIT XI(D) 
AEC DRAWINGS, DESIGNS AND TECHNICAL DATA ARTICLE 


Drawings, designs, specifications. All drawings, sketches, designs, design 
data, specifications, notebooks, technical and scientific data and all photographs, 
negatives, reports, findings, recommendations, data and memorandums of every 
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description relating thereto, as well as all copies of the foregoing relating to the 
work or any part thereof, shall be subject to inspection by the Commission at 
all reason*ble times (for which inspection the proper facilities shall be afforded 
the Commission by the contractor and its subcontractors), shall be the preperty 
of the Government and may be used by the Government for any purpose’ what- 
soever without any claim on the part of the contractor and its subcontractors 
and vendors for additional compensation and shall, subject to the right of ‘the 
contractor to retain a copy of said material for its own use in conformance with 
and subject to the security and patent provisions of the contract, be delivered to 
the Government, or otherwise disposed of by the contractor either as the con- 
tracting officer may from time to time direct during the progress of the work 
or in any event as the contracting officer shall direct upon completion or ter- 
mination of this contract. 


ExuHipsit XI(E) 


AEC has, or has had, research and development prime or subcontracts with 
the following companies who may have, or may have had, prime or subcontracts 
with the Department of Defense: 


ACF Industries, Inc. 

Aerojet-General Corp. 

Aeroprojects Inc. 

Air Products, Inc. 

Air Reduction Co. 

Airborne Instruments Laboratory, Inc. 
Alco Products, Inc. 

Allied Chemical & Dye Corp. 
Allis-Chalmers Manufacturing Co. 
Allstates Engineering Co. 

American Machine & Foundry Co. 
American Radiator & Standard Corp. 
Arma Corp. 

Armour Research Foundation of Illinois Institute of Technology 
Atlantic Research Corp. 

Atlas Engineering Corp. 


Babcock & Wilcox Co. 
Battelle Memorial Institute 
Bechtel Corp. 
Bendix Aviation Corp. : 
Friez Instrument Division 
Research Division 
Bendix Products Division 
Eclipse Pioneer Division 
Boston University 
Brush Beryllium Co. 
University of Buffalo 


California Institute of Technology 
University of California 
Carborundum Co. 

Carnegie Institute of Technology 
University of Chicago 

Clevite Corp. 

Collins Radio 

Columbia University 

Combustion Engineering, Inc. 
Cook Electric Co. 

Cornell Aeronautical Laboratory, Inc. 
Cornell University 

Corning Glass Works 
Curtiss-Wright Corp. 


Douglas Aircraft Co. 
Dow Chemical Co. 
Allen B. DuMont Laboratories, Ine. 


49646—60——_17 
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Duke University 
E. I. DuPont de Nemours & Co. (AEC, Savannah River Operations) 


Edgerton, Germeshausen & Grier, Inc. 
Esso Research & Engineering Co. 


Fairchild Engine & Airplane Co., Inc. 

Fluor Corp. 

Florida State University 

Foster Wheeler Corp. 

Franklin Institute of the State of Pennsylvania 


Garrett Corp. 
General Dynamics Corp. 
General Atomic Division 
Convair Division 
Electric Boat Division 
General Electric Co. (including Knolls Atomic Power Laboratory, Schenec- 
tady, and Hanford Atomic Products Division ) 
General Mills, Inc. 
B. F. Goodrich Co. 
yoodyear Tire & Rubber Co. 
The Griscom-Russell Co. 


Harvard University 


Illinois Institute of Technology 
University of Illinois 
Internuclear Co. 

Isotopes, Inc. 


Johns Hopkins University 


M. W. Kellogg Co. 
Peter Kiewit Sons, Inc. 


Librascope, Inc. 

Arthur D. Little, Inc. 
Litton Industries 
Lockheed Aircraft Corp. 
Lummus Co. 


The Martin Co. 

Massachusetts Institute of Technology 
Massachusetts General Hospital 

Melpar, Inc. 

University of Michigan 
Minneapolis-Honeywell Regulator Co. 
University of Minnesota 

Monsanto Chemical Co. 

Motorola Communications & Electronics, Inc. 


National Aluminate Corp. 

National Research Corp. 

Newport News Shipbuilding & Dry Dock Co. 

New York University 

North American Aviation, Inc. (including Atomics International) 
Nuclear Development Corp. of America 

Nuclear Metals, Inc. 


Ohio State University Research Foundation 
Olin Mathieson Chemical Corp. 
Owens Corning Fiberglas Corp. 


The Ralph M. Parsons Co. 
Phillips Petroleum Co. 
University of Pennsylvania 
Pennsylvania State University 
University of Pittsburgh 
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Princeton University 
Purdue University Research Foundation 


Radio Corp. of America 
Ramo-Wooldridge Corp. 

Rand Corp. 

Raytheon Manufacturing Co. 
Rensselaer Polytechnic Institute 
Rochester University 

Rohm & Haas Co. 


Sperry Rand Corp., Ford Instrument Division 
Leland Stanford University 

Stanford Research Institute 

Sylvania Electric Products, Inc. 
Sylvania-Corning Nuclear Corp. 

Syracuse University 


Technical Operations, Ine. 
Thompson Products, Ine. 
Thompson-Ramo-Wooldridge, Ine. 
Tracerlab, Inc. 


Union Carbide Corp. : 
National Carbon Co. 
U.S. Vanadium 
Union Carbide Nuclear Co. [Oak Ridge Operations] 
Linde Air Products 
United Aircraft Corp. 


Vitro Corp. of America 


Washington University 

Western Electric Co., Inc. (Sandia Corp.) 
Westinghouse Electric Corp. 

University of Wisconsin 


Yale University 


Senator Lone. Our next witness will be Mr. John A. Johnson, 
General Counsel, National Aeronautics and Space Administration. 


STATEMENT OF JOHN A. JOHNSON, GENERAL COUNSEL, NATIONAL 
AERONAUTICS AND SPACE ADMINISTRATION; ACCOMPANIED BY 
GERALD 0O’BRIEN, ASSISTANT GENERAL COUNSEL ON PATENT 
MATTERS 


Mr. Jounson. Thank you, Mr. Chairman. 

Senator Lone. Will you summarize the statement which you have 
prepared for us, Mr. Johnson, and we will see that the full statement 
is inserted in the record, following your testimony. 

Mr. Jounson. Mr. Chairman, I have Mr. Gerald O’Brien, our as- 
sistant general counsel on patent matters, with me this afternoon. 

We have submitted a statement to the subcommittee in response to 
its request, which outlined the policies that we have adopted in the 
National Aeronautics and Space Administration during the past year 
since our establishment of NASA’s patent program. It includes some 
comments on the anticipated effects of those policies on the economic 
progress of the Nation. 

We also have included some recommendations concerning a change 
in the laws that now govern the patent operations of NASA.?5* 





2a See prepared statement, beginning p. 273. 
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There is a great deal of meat, I think, in our statement. I do not 
believe any agency has been quite as active as we have had to be during 
the past year, nor have they had occasion to be as active, in the formu- 
lation of patent policies governing the relations between the Govern- 
ment and its contractors. 

So I think I should take a bit of time to review these in some detail. 

The starting point is section 305(a) of the National Aeronautics 
and Space Act of 1958, which requires that NASA take title to con- 
tractors’ inventions made under the conditions specified in that sub- 
section unless the Administrator of NASA waives the Government’s 
rights in the public interest. 

Senator Lone. Can you tell me whether that was the result of an 
Administration recommendation ? 

Mr. Jonnson. Mr. Chairman, this was not the result of the Admin- 
istration’s recommendation. 

The precise form of this legislation was development in conference, 
I believe, after consideration of this legislation by both the Senate and 
the House (H. Rept. No. 2166, 85th Cong., 2d sess.). 

It was reported out of conference and included in the final bill as 
enacted July 29, 1958.*° 

Senator Lone. Can you tell me whether it was the House or Senate? 
Just how did this provision get into the law? I would be curious to 
know how it got there. 

Mr. Jounson. A provision reflecting at least this general philosophy 
on patents was included, to the best of my recollection, by the House 
in its bill. 

When it went to the Senate, the Senate knocked the patent provisions 
out of the bill entirely, stating that this was a matter of such impor- 
tance that they wished to reserve this for conference. 

There were, of course, a number of other very controversial and 
strongly disputed provisions in the bill at that time. This was not 
the only one resolved in conference. In conference the final version 
went back in. 

Senator Lona. I see. 

What Senate committee handled that ? 

Mr. Jounson. Those were special committees set up for the precise 
purpose of considering the Nation’s space program during that session 
of Congress.” 

Senator Lone. That was the Johnson committee in the Senate that 
knocked it out? 

Mr. Jounson. Yes, sir. 

Senator Lone. And agreed to this in conference ? 

Mr. Jounson. Yes, sir. Senator Johnson was chairman of the 
Senate committee, and Mr. McCormack was chairman of the House 
committee. Those two committees have now been superseded by two 
permanent committees of the two Houses. 

Senator Lone. Yes. 

Mr. Jounson. Our statement then goes on to explain the contract 
provisions we have adopted to implement subsection 305(a) and 
305(b) of our act. 





2% H.R. 12575 became Public Law 85-568, July 29, 1958, 85th Cong., 2d sess., entitled 
“National Aeronautics and Space Act of 1958.”" (See exhibit XII(B), p. 271.) 
# Special Committee on Space and Astronautics. 
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These are very elaborate clauses. We have entitled them “Property 
Rights in Inventions” clauses; and our statement describes in detail 
what those clauses seek to accomplish by way of facilitating the 
administration of these provisions of the law. 

They require that the contractor report to the Administration, 
inventions that are made in the course of the performance of the 
contract. 

The long clause—we have a shorter clause, too, if the contractor 
desires it—the long clause contains a presumption that the inventions 
reported have been made under the particular conditions specified in 
subsection 305(a). 

These are the conditions which enable the Administrator to make 
a determination that the invention should belong to the Government. 

Now, the contractor is given the option of rebutting that presump- 
tion by submitting statements concerning the precise conditions under 
which the invention has been made. 

We adopted this provision because the policing problem otherwise 
would be extremely difficult, and we felt it was only reasonable to put 
that kind of burden upon the contractor. 

If he does not come forward with the necessary facts for us to make 
an independent determination, then the agreed presumption takes 
effect that the invention has been made under the conditions specified 
in the act which enable the Government to take title. That, 1 think, 
is the main feature of the property rights inventions clause as outlined 
in our statement. 

Senator Lone. Let me see if I understand this. You say you have 
a clause in your contract that any invention that this man seeks to 
patent is presumed to have been made under this contract or am I 
wrong about that? I am not sure I understood you correctly. 

Mr. Jonnson. ilo, sir. I think that to make this clear I really 
have to do the thing that I was trying to avoid doing for the pur- 
pose of saving time. 

Subsection 305(a) of our act, and we have quoted this in our 

repared statement, provides that: Whenever any invention is made 
in the performance of any work under any contract of the Adminis- 
tration, and the Administrator of NASA makes certain determi- 
nations which are spelled out in this subsection concerning the 
conditions under which the invention was made, then that invention 
shall be the exclusive property of the United States unless the Ad- 
ministrator determines in the public interest that the rights of the 
United States to that invention should be waived. 

Now, all this contract provision does is to provide that with re- 
spect to inventions that are reportable to the Administration as 
having been made under the contract, those inventions will be pre- 
sumed to have been made under the conditions specified in section 
805(a) unless the contractor takes certain steps specified in the con- 
tract to prevent that presumption from becoming effective. 

Senator Lona. Yes. 

Mr. Jounson. This makes it simple for both the contractor and 
NASA to avoid an independent investigation of the conditions under 
which the invention was actually made in order to make these rather 
complicated statutory determinations. 
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But, as I have said, this is not a binding presumption on the con- 
tractor. He is completely free to rebut it upon his own initiative 
if he wishes. 

I think I should say also, concerning this clause, that we made a 
decision that it does not have to be included in every single contract 
that NASA awards. 

For instance, contracts for standard commercial off-the-shelf items, 
contracts that do not entail research and development work, do not 
include this clause because it is our conclusion this is not the kind 
of contract that Congress had in mind in enacting section 305. 

The kinds of contracts in which this clause is required to be in- 
serted are described in detail in our statement.** Basically they are 
contracts that have the prospect of entailing research and develop- 
ment work. 

Now, in addition to the development of this clause, which is a very 
long and complex clause—I suppose one of the longest and most com- 
plex that has ever been developed for use in a Government contract— 
the Administration during the past year has also developed regu- 
lations governing the Administrator's exercise of his author ity to 
waive rights in inventions produced under NASA contracts. 

In other words, assuming now that an invention has been produced 
under the conditions enumerated in section 305(a), whether this 
determination is made by virtue of the presumption in the contract 
or by virtue of an independent investigation, the Administrator has 
the authority to waive the rights of the United States to that invention 
under subsection 305(f). 

Mr. Gorvon. Mr. Johnson, this second section you just mentioned 
does give the Administrator flexibility to take care of a situation 
where a product, an item, was developed under a contract under con- 
ditions other than a Government contract. 

Suppose he had the idea before a contract, or he had done some 
work along certain lines before. That is taken into account, is it not? 

Mr. Jonnson. Yes, it is, and I was going to refer to the particular 
provisions of our waiver regulations that take that kind of thing into 
account. 

Of course, if it were really developed prior to the NASA contract, 
then the NASA patent clause would not apply to it at all. But I 
think I can answer that question more precisely. 

Senator Lone. Go right ahead. 

Mr. Jounson. The section that I had reference to, subsection 305(f), 
does provide that any waiver of the Government’s rights that may be 
granted to any such invention must be subject to the reservation by 
the Admintstrator of an irrevocable nonexclusive, nontransferable 
royalty-free license for the practice of such invention throughout 
the world by or on behalf of the United States or any foreign govern- 
ment pursuant to any treaty or agreement with the United States. 

So, in any event, the Government alw ays retains that kind of a 
license, even though title to the invention may be waived pursuant to 
the authority granted to the Administrator. 

Now, our waiver regulations attempt to 





28 See p. 273 for prepared statement. 
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Senator Lone. Is that word “nontransferable” a word that means 
that the United States Government would not license a foreign govern- 
ment to produce a particular thing ? 

Mr. Jounson. No, sir; because it specifically provides for the prac- 
tice of such invention throughout the world by or on behalf of the 
United States or any foreign government pursuant to any treaty or 
agreement with the United States. 

So the question that you have asked me, Mr. Chairman, is dependent 
upon the terms of the agreement with the foreign nation in question. 

Senator Lone. The license can then be transferred to the foreign 
government ! 

Mr. Jounson. Well, the license, in effect, runs to the foreign gov- 
ernment under the provisions of our treaties or agreements. 

Senator Lone. Yes. 

Mr. Jounson. Our waiver regulations establish criteria by which 
inventions made under NASA contracts are grouped into two classes : 
first, those inventions which are not generally eligible for waiver, 
and, secondly, those inventions with respect to which a prima facie 
vase for waiver may be established. 

This regulation does not state in itself that a waiver will never be 
granted with respect to any particular kind of invention or that a 
waiver will definitely be granted with respect to a particular type of 
invention, but it purports to set up certain guidelines for the infor- 
mation of contractors. 

Now, the first class are those which are not generally eligible for 
waiver. ‘They have been described this way: Any invention which 
is either primarily adapted for, and especially useful in the develop- 
ment and operation of vehicles, manned or unmanned, capable of 
sustained flight without support from or dependence upon thie atmos- 
phere, or (2) inventions of basic importance in continued research 
toward the solution of problems of flight without support from or 
dependence upon the atmosphere. 

What we have attempted to do here is to describe in general terms 
those inventions which pertain essentially to advancing the technology 
of space flight, because it was our judgment that this was probably 
the chief motivation of Congress in enacting this section of the law. 

I say probably because the legislative history of this section is ex- 
tremely thin, and does not provide us with guidance. 

Now, concerning the second class, those with respect to which 
NASA considers that prima facie case of waiver is made out, there 
are four such categories. 

First of all, where the invention was conceived prior to and inde- 
pendently of, but was first actually reduced to practice in the per- 
formance of work under a contract of the Administration, and the 
invention is covered by a U.S. patent issued or application filed prior 
to the award of the contract. We felt this was desirable because the 
definition of the word “made” in our statute includes the conception 
or first actual reduction to practice of an invention. We felt that 
in the case that I have just outlined, the equities were so strongly in 
favor of the contractor that we could safely say that a prima facie 
— of waiver was established merely by the ascertainment of those 

acts. 
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The second category is where it is shown that the invention was 
conceived or first actually reduced to practice in the performance of 
a contract of the Administration for research work with a nonprofit 
organization whose primary purpose is the conduct of scientific re- 
search, and the contract does not call for the delivery of models or 
equipment or the development of practical processes. 

A typical situation here is a grant or a research contract with a 
university that is not engaged in a commercial line of business. 

The third category is where it appears that the invention has only 
incidental utility in the conduct of activities with which the Ad- 
ministration is particularly concerned and has substantial promise 
of commercial utility. 

Senator Lone. Can you give me any example of that category ? 

Mr. Jounson. I cannot give vou an example of one that we have 
yet determined, because our experience is so new. 

We have only had to consider a very few inventions so far because 
our whole research and development effort through contracts is less 
than a year old, and it takes time to report these. 

Senator Lone. How many waivers have you issued so far? 

Mr. Jounson. We have issued waivers in a number of inventions 
which were made under an Air Force contract which was trans- 
ferred to us at the beginning of this fiscal year. The reason for 
that was that they were initially made under the Air Force contract 
which contained an essentially different patent provision than we 
have. 

Mr. O’Brien, I think, can give us the exact number. 

Mr. O’Brien. There were 38 in number. 

Senator Lone. 38 waivers? 

Mr. O’Brien. Yes. 

Mr. Jonnson. This is not a typical case, of course, and one that 
is not likely to be repeated, at least very many times, in the future. 

Aside from that, we have only had reported to us so far about 8 
or 10 inventions. We have presently pending, I believe, one appli- 
cation for waiver, and we have taken title to about seven at the present 
time, so we have not yet had an occasion to apply these criteria that 
I am outlining to specific cases. 

Mr. Gorpvon. Mr. Johnson, this third category bothers me. If 
something is developed with Government money, and even though 
NASA cannot use it, if it has commercial application, as I under- 
stand it, you are giving away a valuable right to a private company; 
is that correct? 

Mr. Jonnson. No, Mr. Gordon; I would not describe it that. way. 

Mr. Gorpon. When a waiver is granted on an invention which has 
only incidental utility in the conduct of activities with which the 
Administration is particularly concerned but has substantial promise 
of commercial utility—what precisely does that mean ? 

Mr. Jounson. The reason I took issue with your statement, is the 
emphasis you placed on giving away rights. 

I think that in this category the typical situation is, very closel 
tied in with the next one, the fourth category. We could very well 
have a contractor here that had been engaged in a certain line of 
research and development for many, many years. 

He has come almost to the point, let us say, of developing some- 
thing of commercial utility. It just happens that, perhaps, he has 





as 
of 
fit 


ns 
ns- 
for 
act 
we 


hat 
t 8 
oli 
ent 
hat 


If 
igh 
ler- 


ny; 


has 
the 
aise 


the 
se] 


vell 
» of 


me- 


has 





PATENT POLICIES OF THE FEDERAL GOVERNMENT—1959 257 


a small subcontract on a NASA project, but in the course of per- 
forming that particular work this development is brought to the 
point where a patent application can be made. 

I think it is an oversimplification to say in that case, merely be- 
cause of the expenditure of Government funds at the culmination of 
a long period of independent private development, that the Govern- 
ment is simply giving something away. 

Senator Long. Let us just look at it this way: Let us take a case 
that does not present so many equities as you mentioned. 

Let us take a simple case where the man came to you without 
having anything that was particularly exclusive, without having 
anything a lot of other companies had to offer, and just said he 
wanted a contract to develop something, and he then developed some- 
thing that could have very great commercial usage. 

Although it might not have any military use that you could ascer- 
tain at the present time—would it be your feeling that you had no 
consumer interest in that item to protect in a case like that? 

Mr. Jounson. Mr. Chairman, if it only had incidental utility and 
does not fall within the previous categories I mentioned—that is, 
of basic importance in research toward the solution of a space flight 
problem—and the other considerations I mentioned—we would say 
that those facts would create a prima facie case in favor of waiver 
of rights to that invention by the Government. 

That is the policy we have adopted. In this whole field, I think 
the chairman will realize we have had to do a considerable amount 
of ground-breaking during the past year. 

I would like to go ahead and show that in all of these cases we 
do not simply give something away with no conditions attached to 
it. 

Senator Lone. Yes. 

Mr. Jounson. And here we have really broken some ground and 
have a new policy of some significance, I think. 

Senator Lona. Here is a broad question that I personally feel should 
be considered. It is the interest of the public in general, when paying 
for something, to get the most we can for our tax dollar. My thought 
is that we certainly ought to consider whether, as a matter of govern- 
mental policy, when we pay huge amounts of money to have things 
developed and worked out and where the taxpayers have paid for 
it, that they should get the maximum possible benefit of it. And 
what would be the maximum benefit ? 

It occurs to me that the maximum benefit might verv well be se- 
cured not only by making the item available to all, but that the tax- 
payer should not have to pay royalty and license fees thereafter to use 
something that he had already paid to have developed. 

Let me give you a simple example. Billions of dollars have been 
spent by the Government, the taxpayers, in the field of atomic energy. 
The first time somebody develops an engine which could drive an 
automobile, and which is practical and safe, he would be in position 
to probably make more money out of the field of atomic power than 
the Government has spent. It would seem unfair that the taxpayer 
who has paid fantastic amounts of money in developing atomic energy, 
should have to pay all over again to the fellow who makes this final 
discovery. 
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Does that make sense to you, or not? 

Mr. Jounson. I think the example you have cited in the atomic en- 
ergy field makes a great deal of sense, yes, sir. 

I do not think that that case—which is an extreme case, since atomic 
energy is a very new thing, considering the Government monopoly 
that has prevailed in that field during recent years—I do not think 
that that 1s a good guide to all the kinds of things in which our agency 
is involved in the field of aeronautics and space activities. 

Here we are concerned with a vast range of technology, almost all 
of which has a considerable history behind it. 

The field of electronics, the development of fuels, the field of met- 
allurgy, the field of ceramics, all of these things are not just new be- 
cause space flight is new. We come into midstream, or well down- 
stream, in many of these cases, so it is not the same situation. 

Senator Lona. Yes. 

Mr. Jounson. But I think we have to bear this in mind: When we 
say here that there is a prima facie case for waiver when the invention 
has only incidental utility in the conduct of activities with which 
NASA is particularly concerned, and has substantial promise of 
commercial utility, I think we must realize that in such a case the pur- 
pose of the research and development contract must have been per- 
formed, that NASA and the Government and the public must have 
derived the benefit that was intended from that research and develop- 
ment contract, without acquiring rights to this particular invention. 

In other words, we did not enter into that kind of a contract for the 
purpose of having this invention made, because, by the definition here, 
it is not the kind of invention that has, particular utility for our kind 
of work. 

It happens to be an incidental byproduct of the work we are doing, 
so that it was not contracted for. It was not a motivation for enter- 
ing into the contract. 

The Government derived all the benefit it expected to get, so far as 
the meeting of the minds of the parties is concerned, when the contract 
was performed, and the research and development work was com- 
pleted. 

We did not enter into the contract for the purpose of acquiring 
patent rights to inventions having only incidental utility in our 
business. 

Now, so far as the public interest is concerned, quite aside from our 
own narrow sphere of activity—and it is not really very narrow—we 
are concerned with that. 

Senator Lona. Let me approach it a little bit more like this fashion, 
to pin it down specifically. Let us consider a case which has consider- 
able equity, where a concern has spent a considerable amount of 
money in developing something like a fuel, for example. 

I understand that in the petroleum industry, 98 percent of its re- 
search is done with private funds, and your contribution might only be 
a small portion of what they are doing on this overall effort. But 
let us take the case of where more than 98 percent of the funds, or 
even in many instances a hundred percent of the funds for develop- 
ment cost comes from the Government. 

If the U.S. Government on behalf of all the people of the Nation, 
is paying to have something developed to promote the national inter- 
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est, and if a byproduct of this discovery is something of very sub- 
stantial value, would it not seem that this byproduct should belong 
to the general public rather than to the person who actually discov- 
ered it 

The reason I say that is because every major corporation does just 
that in dealing with its own employees. In other words, when they 
discover something maybe that is not exactly what they are looking 
for, but if it has great value, they want the privilege of achieving 
that value and not leaving that to their employees. 

Mr. Jounson. You have asked me several questions, Mr. Chairman. 

If I may deal with the last part of it first, I would say that the 
relationship of the Government to a contractor is not like that of 
a contractor to an employee. The contractor is in the business of 
commercial exploitation of these patents to the best of its ability, 
and it actually exercises its patent rights to exclude others from 
competing with it, at least during the life of the patent. 

The Government is not in that kind of business. If the Govern- 
ment does acquire the patents, it does not make the same kind of use 
of them that the company does, at all. 

Senator Lone. If you think of the Government as being the people 
of this Nation, wouldn’t you say they are in that business? They 
are certainly in the business of buying and using that product, other- 
wise the man would not produce it. 

Mr. JoHnson. They are in the business of buying and using the 
product that is produced. But they are not in the business of pro- 
ducing the product itself, and this makes the big difference, I be- 
lieve, as far as 

Senator Lone. But you are not in the business of producing the 
product yourself either. You are in the business of buying, if you 
are an employee of the Government. But if you look upon the 
Government as being all the people of the United States, 170 million 
of them, they are in the business of buying that product, too, once 
for the use of their Government, of all the people collectively, and 
a second time for the use of the citizens individually and in a private 
capacity. 

Mr. Jonnson. Let me deal with the first part of that this way. 
So far as Government purchases are concerned, we do have a royalty- 
free license that runs not only to the Government but all of its 
contractors, so the Government is always protected from paying 
again for that particular invention. 

Mr. Gorpon. Excuse me, but using Senator Long’s equation of the 
people equals the Government, you say if the people paid for the 
R. & D. work and something is developed, one person gets the title. 

Now, the people will pay more because that one person has the 
title and will be able to secure monopoly profits—in this case the 
people would not reap the fruits of the research and development 
which they paid for. If the Government takes title, on the other 
hand, and puts it in the public domain, and if the item is produced 
by many people, then this particular item—— 

Mr. Jounson. If you assume all those hypothetical facts, I could 
not disagree with you. But I do not think there is any assurance 
things would work that way any more than another way. 

Mr. Gorvon. But you are making assumptions, too. 
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Mr. Jounson. Yes, I am, because I have to explain the policy 
which we now have, and the reasons that motivated it. 

But may I speak about that particular 

Senator Lone. I am going to urge that we all withhold further 
pe tae from you, Mr. Johnson, until you get through answering 
the questions which have been already put. 

Mr. Jounson. I do not believe that one can necessarily conclude, 
because patent rights have been left with a contractor responsible for 
the invention, that the people of the United States are going to pay 
more for the enjoyment of the product which incorporates that 
invention. 

In the first place, while the patent holder could license someone else 
and charge a royalty on the thing, we must assume that he may choose, 
and more probably would choose, to go ahead with the development 
of it himself and use the patent primarily for protection while in- 
curring the risk involved in the initial development of that article. 
In that case he uses it just as every patent holder uses a patent, and 
this is one of the main reasons for having a patent system. 

Now, I am not arguing with the basic premises of the U.S. patent 
system. This, I think, is quite beyond my province as an attorney for 
NASA. 

I have assume that the U.S. patent system does have a sufficient 
justification and that we are expected to administer this law with due 
deference to the traditional justification of that system. 

But I do think that the retention of patent rights by the contractor 
in that case could very well have the effect of hastening the develop- 
ment of that invention to the point of practical application and mak- 
ing its benefits actually available to the public. 

Whereas, if no one had any patent rights, which would be the effect 
typically of the Government taking title, no one would have a suffi- 
cient incentive to incure the risks of initial development of the pro- 
duct. That isthe other side of the picture. 

Mr. Gorpvon. Mr. Johnson, the experience of the Tennessee Valley 
Authority, the AEC, and the Department of Agriculture indicates 
that the facts are just the opposite; that putting something into the 
public domain so that anybody can use it, and anybody could be 
licensed, does not discourage anybody necessarily from investing. 

You are, in essence, saying, as I understand it, that you have to 
have a monopoly position as an incentive to invest. 

Mr. Jounson. I would like to take those agencies in order. I 
cannot speak about the Department of Agriculture, but I do not 
believe that we have yet reached the point in the private development 
of atomic energy where one can make that kind of a statement about 
the policy of the Atomic Energy Commission. 

So far as the TVA is concerned—basing my remarks on the report 
recently submitted by a Senate subcommittee—TVA has had no 
contractor inventions, That relates entirely to the inventions of 
Government employees and, of course, our policy is substantially 
the same as theirs in that case. 

Mr. Gornon. TVA did some developmental work. It obtained a 
patent on a rotating electric furnace. It does not have any contracts 
outstanding right now, but it has had contracts outstanding at one 
time in the field of fertilizer. It has licensed many fertilizer manu- 
facturers. 
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The Department. of Agriculture has licensed many manufacturers 
who are glad to get the license. 

Mr. Jounson. I am sorry. I thought the report said that it dealt 
entirely with the policies in relation to TVA’s own employees, _ 

Mr. Gorvon. I am talking about the Government and its relations 
with its contractors, not with its employees, 

Mr. Jonnson. Yes; I know. 

Shall I go on then with a summary of this statement ? 

The fourth category is very closely akin to the previous one, and it 
relates to the situation that the chairman mentioned in describing 
the petroleum industry, where the invention is directed specifically 
to a line of business of the contractor with respect to which the con- 
tractor’s previous expenditure of funds in the field of technology to 
which the invention pertains has been large in comparison to the 
amount of funds for research or development work in the same field 
of technology expended under the contract of the Administration in 
which the invention was conceived or first actually reduced to practice. 

Now, the next portion of the statement proceeds to discuss the 
conditions under which waivers are granted, and here I think we have 
done some real ground breaking. 

We feel that one of the purposes of the patent system is not fulfilled 
if it is used for the purpose of suppressing the use of an invention. 

So we have provided here that waivers will be voidable at the option 
of NASA unless the recipient of the waiver shall on or before the end 
of the fifth year from the grant of a U.S. patent on such invention, 
or the end of the eighth year from the date of acceptance of the waiver, 
whichever is sooner, demonstrate to the Administrator that the in- 
vention has been developed to the point of practical application or 
that the invention has been made available for licensing either royalty 
free or at a reasonable royalty rate. 

I think I should say one more thing more about our waiver policy. 
Contractors have requested that we include in our contract provisions 
certain assurances that inventions in certain classes will be waived if 
such inventions are made. 

We have taken the position that that type of contract provision 
would be inconsistent with the apparent purpose of section 305. It 
appears to us that we should not grant waivers in advance of the 
making of the invention because of the great difficulty, if not impos- 
sibility, of determining with any degree of assurance that the inter- 
ests of the United States would be served by waiver before the precise 
nature of the invention is known. So we have not included in our 
contracts any such provisions, and we have informed contractors that 
this matter is not open to negotiation. 

Now, subsection 305(g) of the act provides that the Administrator 
shall determine the terms and conditions upon which licenses will be 
granted by the Administration for the practice by any person of any 
invention for which the Administrator holds a patent on behalf of 
the United States. 

Since we have only recently acquired title to a few patents, we have 
a yet been pressed to develop the comprehensive regulations on 
licensing. 

We have devoted our time rather to the initial problems of contract 
regulations and contract provisions and our waiver regulations, but 
we are prepared to announce certain policies concerning licensing. 
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It will be NASA policy to grant a nonexclusive, royalty-free license 
to the contractor responsible for the making of the invention which 
becomes the property of the United States pursuant to subsection 
305 (a). 

But this license also, like the waiver that I described before, will 
be revocable at the option of the Administrator if the recipient of the 
license fails before the end of the eighth year from the date of the 
grant of the license or before the end of the fifth year from the date of 
the issuance to the Administrator of a U.S. patent on the licensed 
invention, whichever is earlier, to demonstrate to the Administrator 
that the invention has been developed to the point of practical ap- 
plication. 

We would propose, during this period in which the contractor holds 
a revocable royalty-free license, to grant other nonexclusive licenses, 
revocable on the same conditions, to qualified applicants. 

Then we feel if the invention has not been worked by the end of 
this period that I have just mentioned, it would be reasonable to 
conclude that a factor precluding development of the invention was 
the lack of exclusive rights which are ordinarily available under the 
patent system to justify the risk of development. 

In that case we could revoke all the outstanding licenses and con- 
sider the granting of an exclusive license for the purpose of developing 
the invention within a specific period of time. 

Failure to comply with that condition of working the invention 
again would be ground for revocation of the exclusive license. We 
feel that we could implement this policy by publishing a list of all pat- 
ents available for grant of an exclusive license. 

You asked that we comment on the economic effect of NASA’s patent 
policies. 

These patent policies are new. ‘They are the newest patent policies 
in the Government. We do not feel that there has been sufficient 
experience with them yet to be able to give more than a very speculative 
answer on the economic effect of those policies. 

However, we do feel that the policies are designed to do two things 
which we think are in keeping with the traditional justification of the 
patent system. 

We feel that they do provide an incentive in appropriate cases, to 
take the risks necessary to develop an invention to the point of prac- 
tical application so that its benefits are reasonably available to the 
public; and we also feel that the conditions which we would impose 
upon both waiver and licenses prevent, or ought to prevent, the sup- 
pression of the inventions. 

We feel the invention should be worked, and that it would be con- 
trary to the public interest either to waive the Government’s rights to 
an invention or grant a license, and then permit the grantee merely to 
suppress the invention for the purpose of perpetuating a monopolistic 
position. 

Our judgment, therefore, is that these policies are designed to favor 
rather than impede economic progress overall. 

The subcommittee also asked for our recommendations. 

I am in the position of having to repeat substantially what we said 
last week to the subcommittee of the Science and Astronautics Com- 
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mittee of the House, which held extensive hearings on our proposals 
for new patent legislation. 

We have taken the position that section 305 of our act should be 
replaced by a provision substantially like that which the National 
Science Foundation presently has in its act. 

This provision would give NASA discretionary authority concern- 
ing the disposition of property rights in inventions conceived or first 
actually reduced to practice in the performance of NASA contracts. 

Senator Lone. Do you think if you ever had that right we would 
ever find you entering into a contract which would say that after the 
Government pays to develop something it would be agreed that the 
Government could not use it for the benefit of the public, in general ? 
That was in one of their contracts. 

Mr. Jounson. That the Government could not use it ? 

Senator Lona. For the benefit of the public, yes, in general. That is 
what we got for that. 

Mr. Jounson. This has a very strange sound to me, Senator, so I do 
not know precisely what you are speaking of. 

Senator Lone. That is one of their extremes, but they handed to 
us a typical contract, and then we find it is not typical. 

Here is what we got for that: 


The contractor agrees to, and does hereby, grant the Government an irrevo- 
cable nonexclusive, nontransferable and royalty-free license to practice— 


and so forth—here is the sentence I wish to read to you: 


No license granted herein shall convey any right to the Government to man- 
ufacture, have manufactured, or use any subject invention for the purpose of 
providing services or supplies to the general public in competition with the 
contractor or the contractor’s commercial licensees in the licensed field. 

Do you think we might get that result from you that you would 
agree, after we paid to develop something that the license given to you 
would not permit the thing to be used for the benefit of the general 
public ? 

Mr. Jounson. Mr. Chairman, you have read right from the pro- 
vision of the Armed Services Procurement Regulation clause, and that 
very same clause is incorporated in paragraph (g)(i) of our prop- 
erty rights and inventions clause. 

Now, that particular paragraph of our clause—— 

Senator Lone. You find this language— 


shall convey any right to the Government to manufacture, have manufactured, 
or use any subject invention for the purpose of providing services or supplies 
to the general public in competition with the contractor or the contractor’s 
commercial licensees in the licensed field? 

Mr. Jounson. Yes, sir; that is in our clause, but it only has a 
narrow application at the present time. 

This part of our contract clause only applies to inventions to which 
rights have not been vested in the Government pursuant to the pro- 
visions of section 305, that is, inventions which are not made under 
the conditions specified in the statute. 

Now, it is possible that you might have an invention reported under 
the contract which was not made under the particular conditions 
enumerated in the statute. We felt we should have a contract clause 
covering those inventions to be sure that we acquired, at least, a 
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royalty-free license in those inventions; and in doing that we fol- 
lowed the Armed Services Procurement Regulation clause. 

This is an additional clause in our contracts applicable only to 
those inventions not made under the conditions specified in section 
305 (a). 

Senator Lone. Do I understand that clause is in the Department 
of Defense contract, as well? 

Mr. Jounson. Yes, sir. 

Senator Lone. Well, now we see where it came from. They say 
it is not typical over there in the National Science Foundation—that 
is not typical at all—that it was an unusual case. But it is the usual 
case I take it, in the Department of Defense. 

Could we expect that to be a usual thing if we gave you the power 
to do it as we gave it to the National Science Foundation ? 

Mr. Jounson. I think the answer is “Yes” to that. Although I do 
not want to say at this time we are going to adopt—— 

Senator Lone. Here is a good example of the kind of thing I had 
in mind. Did you hear those people testify this morning? 

Mr. Jounson. No, sir. 

Senator Lone. Well, they have a weather modification program to 
try to see what can be done about controlling weather. It has been 
indicated to me, for example, that just down from where I come from 
we have too much rainfall most of the time, rather than too little. 

We have droughts sometime, but more frequently our problem is 
too much rainfall. If you could make the clouds shed their rain be- 
fore it gets to the heavily populated areas, we could save an awful lot 
of working days for our contractors. We could save a lot of money 
if the clouds dropped the rain in the swamps or out in the Gulf of 
Mexico, especially when we already had all the rain we could use out 
there anyway. 

That would be one good use of weather control. Some people want 
to make it rain in their areas, but so far as we are concerned we would 
more often have it rain somewhere else. It is cutting into our con- 
struction time. 

So if someone under this type of contract actually found how you 
could practically seed these clouds and make that result occur, he 
would then be in a position to tell the U.S. Government it could 
not use that discovery for the benefit of our people there, and 
that they could not—anyone who used it, would have to be licensed by 
this fellow who got the U.S. money to develope it in the first place.. 
We would have to pay whatever his price was which, I would assume, 
would be all the traffic could bear even after we paid to develope it. 

That is the practical application of what this could mean. 

Mr. Jounson. It could if it were used in that case. I think that 
one has to discriminate, of course, in the use of clauses of this kind. 

If we were contracting for something that was likely to produce 
that. kind of invention, I think there would be serious question as to. 
whether this would be an appropriate clause to use. 

But what this is really designed to do is to prevent the Government 
from entering into competition in the production of the invention in 
ordinary commerical commodities. That is the other extreme, too. 

<? one has to recognize the vast variety of situations we are dealing 
with here. 
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You have mentioned an extreme case at one end of the spectrum, but 
I think there are legitimate cases at the other end where this is quite: 
an appropriate provision. 

Senator Lone. You would not recommend the policy that you have- 
recommended here to your board of directors if you were represent- 
ing a corporation, would you ¢ 

r. JoHNsON. I would not recommend any policy on this subject,. 
Mr. Chairman. Ido not understand that I recommended 

Senator Lone. As I understand it you are recommending a change 
in the Department of Defense policy. You are recommending a 
policy that after the Government paid for inventions it should let 
the private concern have patents on them, and if I understand your 
testimony—and we have seen that it has not worked out where it has 
been done—it winds up with causing the taxpayer to pay more money. 

Mr. Jounson. I would like to say—— 

Senator Lone. It costs them more to get it. 

Mr. Jonnson. I would like to see a particular case under a Depart- 
ment of Defense contract that had the kind of result you mentioned as 
a horrible example. 

But, let me make my own position clear. I did not say that we 
were asking the Congress to codify the Department of Defense policy 
in the law applicable to NASA. I said that we have a variety of 
situations here. We are compelled by the nature of the technology 
in which we are engaged to contract with many companies that are 
already deeply involved in business with other Government agencies 
having divergent patent policies as the committee well knows. We 
are ine for broader discretion than we have in the present act to 
follow the policies of those agencies where we deem it appropriate. 

I think I made it clear in my testimony last week that we do not 
intend slavishly to follow the policies of the Department of Defense. 

We recognize that there are considerations peculiar to NASA that 
might justify different policies. As a matter of fact, I testified that 
I saw no reason at all why NASA should not continue to impose the 
kinds of conditions upon licenses that we are imposing in our reg- 
ulations now, to make sure that the use of whatever rights the con- 
tractor retains, are actually utilized for the purpose of developing 
the invention to the point of practical application and making its 
benefits accessible to the public. 

The Department of Defense does not do that now. This is a policy 
we have developed in NASA, and which I think is a good one. 

But we do have this situation, Mr. Chairman, and it is the situ- 
ation that basically motivates our request for legislation. All of 
our major contractors, without exception, I think, are contractors, 
with a long history of doing business with the Department of Defense. 
They have important contracts with the Department of Defense right 
now. 

As a matter of fact, the Department of Defense or the military 
services are administering contracts in our behalf in many cases. 
The law provides for our utilization of their services in this respect 
to avoid duplication in the Government. 

There are outstanding contracts between X company and the De- 
partment of Defense, which were in existance before NASA came 
along, involving the very same kind of technology, the very same 
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prospective inventions, the very same research and development or- 
ganization as the NASA contracts. 

Yet just because the Congress appropriates money for this par- 
ticular contract to NASA, and it comes out of NASA’s pocket, the 
contractor faces an entirely different patent situation for an invention 
produced under the NASA contract from what it does with respect 
to an invention produced under a Department of Defense contract. 

We think this is not good government. It is indefensible for a 
government to conduct itself in that fashion. 

It is inequitable for a contractor to have his rights, whether one 
believes they are justifiable or not, to be determined on such a quixotic 
basis. We think we ought, in that particular case, to deal more 
along the lines that the Department of Defense is dealing than we 
can at the present time. 

On the other hand, we also have the AEC which has its own pe- 
culiar patent provisions and laws which have been described this 
afternoon. 

We would like also, when we are engaged in that kind of business, 
to be able to adapt our policies to those of the Atomic Energy 
Commission. 

Senator Lone. It seems to me that when you bring your law in 
here we can get you fellows to get a consistent policy by getting the 
DOD and you to go to the Atomic Energy Commission policy rather 
than putting you over the other side. 

Now, the effort was made up here a short time ago to pass a bill 
which the administration recommended, to give those corporations 
title on things which were developed by Government research in 
the field of atomic energy. This was the subject of a very heated 
fight in the U.S. Senate, and I think the Senate decided that issue 
correctly. It was a very bitter fight, but it was decided in favor of 
maintaining AEC policy. 

We have not had a debate on this Department of Defense policy, 
but I see no reason why Congress should not debate it, so that the 
problem is fully understood. I see no reason why Congress will 
not reach the same conclusion about the Department of Defense that 
it reached about the AEC. 

Now, this thing you are talking about here, your policy and this 
latitude you have, I imagine you got that out of conference, did you 
not? Did you get that in the House of Representatives ? 

The latitude that you can give these fellows to waive these patent 
rights, did you get that out of the House of Representatives ? 

Mr. Jounston. Mr. Chairman, it came out of conference. I am 
not prepared this afternoon to—I would have to get the earlier ver- 
sion to tell exactly what changes were made. 

This did come out of conference, and it was a new provision so 
far as I can recollect. 

Senator Lone. Didn’t you tell me that the House passed the bill 
that had a provision similar to the Atomic Energy policy ? 

Mr. Jounson. No, sir. I did not say similar to the Atomic Energy 
policy. I said it had a provision somewhat similar to the one that 
finally came out in our act. Of course, this is more like the AEC 
provision than anything else. 

Senator Lone. This one here? 
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Mr. Jonnson. Yes, sir; and then the Senate knocked it out entirely 
in passing the bill, and then this particular version was agreed upon 
in conference. 

Senator Lone. Does this give you more latitude or less latitude 
than the House bill gave you? 

Mr. Jounson. Mr. Chairman, I would have to go back and re- 
examine the earlier versions to be able to give you an answer. Would 
you like to have me supply this for the record ? 

Senator Lone. Yes. Would you provide me with the House bill 
as introduced, as reported by the committee, and also a copy of the 
House report so we can see just how this got this way.” 

Did the Senate liberalize it, that is, as a result, did it strike it out, 
and did you get a more liber al clause or did it mean, as a result of 
striking it out and going to conference, that you had less discretion 
about the matter ? I wotild be curious to know. 

Mr. Jonnson. Yes, sir. I can certainly provide the earlier ver- 
sions of the bill. 

My recollection is that there was no committee report at all on this. 
This is one of those very remarkable pieces of legislation that has 
practically no legislative history in the record. 

Senator Lone. Seeing a thing of this sort, I will be frank to tell 
you, my reaction is that if you people are paying 100 percent of Gov- 
ernment funds to have something developed, and then you are letting 
this fellow have a private patent on it, which gives him certain mo- 
nopolistic rights, my question would be, How did we come to do this? 

My second reaction is that this is the kind of thing you would get 
out of conference somewhere. You do not see it going in. Then 
we get it back, and we rush it through on a conference report which 
is how we probably did it. That would be my reaction to the prac- 
tice of paying 100 percent to have something developed and then 
letting a private firm secure all rights to it and enabling the firm to 
charge the taxpayers again for it. 

Suppose you give me the memorandum ® and see what the House 
thought about it when they passed the bill initially. 

Mr. Jounson. Surely. 

May I complete my statement concerning this proposed legislation ? 

Senator Lone. Yes, sir. 

Mr. Jounson. We have, in recommending this legislation, sought 
to avoid making any ultimate judgments concerning the wisdom of 
taking title rather than taking a license to inventions produced under 
Government contracts. 

This is a subject that has been debated both in the executive and 
legislative branch of the Government for years, as the chairman knows, 
without any uniform policy having been adopted, either by the execu- 
tive or the legislative branch of the Government. 

We have a variety of legislation, so far as the legislature is con- 


cerned. We have a variety of pr actices so far as the executive branch 
is concerned. 





H.R. 12575, H.R. 11881 (H. Rept. 1770), 4S 3609 (S. Rept. 1701), conference report 
&. Rept. 2166), 85th Cong., 2d sess. H.R. 12575 became Public Law 85-568, approved 
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W ste exhibit XII(B), p. 271, for history of the patent provisions of the National Aero- 
nautics and Space Act of 1958, subsequently furnished by Mr. Johnson. 











268 PATENT POLICIES OF THE FEDERAL GOVERNMENT—1959 


We feel that it is a very difficult question even to determine whether 
a uniform policy is desirable. 

I heard Mr. Anderson’s testimony, and I recall that he felt there 
were grave questions as to whether a uniform patent policy was a 
desirable thing, given the great variation in missions of the different 
agencies of the Government. 

But we know, in any event, that this is a question which has been 
debated for mai y years. So far as I am concerned, I cannot be cer- 
tain that it ever will be resolved, nor do I know how soon it will be 
resolved, if ever. 

In the meantime, we have some more proximate problems to face. 
We have the problem of daily negotiating contracts with contractors, 
and we have the problem of a responsible Government trying to deal 
with some equity with those contractors. 

So far as I am concerned, the very first principle of equity is equal- 
ity, and I think that a legal regime which subjects the inventions of 
contractor X working for the Defense Department to one result, while 
subjecting the inventions of contractor Y working for NASA on 
substantially indistinguishable type of work to a different result, is 
inequitable. I think Congress could well deal with that as a proxi- 
mate problem before coming up with a final solution to the question 
of title versus license. 

Senator Lone. Thank you very much, Mr. Johnson. Do you have 
any further questions you want to ask ? 

Mr. Gorpon. Just one. 

Has your particular policy retarded the placing of important R. & 
D. contracts ? 

Mr. Jounson. I think Mr. O’Brien who has been engaged in some 
of these negotiations would like to answer this. 

Mr. O’Brien. I would say it has definitely retarded the placing of 
important R. & D. contracts. Our present patent policy has retarded 
the placing of important R. & D. 

Senator Lone. Can you give us a list of some of the contracts you 
have had difficulty in placing ? 

Mr. O’Brien. Yes, sir. But I would like to amplify my state- 
ment in this respect, I think that in a greater majority of the cases 
where we have had negotiating difficulties we have resolved these dif- 
ficulties during the negotiation process. 

We have been faced with the responsibility, with the problem of 
explaining the provisions of our act as we now interpret them. 

The problem of explaining the provisions of our regulations which 
have only recently been published, has caused delays. They have not 
been insurmountable in the majority of instances. 

There are some instances where we probably will not be successful 
in placing contracts. 

Mr. Gorpon. But the contractors are beginning to learn to live with 
this NASA provision, are they not ? 

Mr. O’Brien. Unquestionably, yes. 

Mr. Jounson. I think I should say, too, that we have not based our 

uest: for new legislation essentially on this consideration. 
> Radiator Lone. Let me just suggest to you if you are hoping to get 
this legislation through, don’t hold your breath until it goes through. 

Mr. Jonson. Mr. Chairman, we are busily engaged in adminis- 
tering the law as it now stands, and we will continue to do that. 
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Senator Lone. Thank you very much. 


(The following information was subsequently supplied by the Na- 
tional Aeronautics and Space Administration :) 


Exuisit XII(A). NASA’s Patent Poticy—List or CONTRACTS 
NASA Hap DIFFICULTY IN PLACING 


Statements requested during hearings before the Subcommittee on Monopoly of 
the Select Committee on Small Business, U.S. Senate, December 9, 1959 


Mr. Gordon asked whether NASA’s’ patent policy has retarded the placing of 
important research and development contracts and Mr. Johnson asked Mr. 
O’Brien to reply to Mr. Gordon’s question. Mr. O’Brien stated that the NASA 
patent policy, in his opinion, definitely has retarded the placing of important 
research and development contracts. Senator Long then asked for a list of 
some of the contracts that we have had difficulty in placing. The list follows 
with a discussion of the difficulties: 

Case No. 1.—The Westinghouse Electric Corp. believes that it has made some 
very basic and fundamental discoveries in the technique of maintaining and 
regulating an are discharge in a gaseous medium. The discoveries which 
Westinghouse Electric has made in connection with are discharge resulted 
from its studies over the years of the phenomena of are discharge. It appeared 
to technical representatives of Westinghouse Electric that these recent dis- 
coveries could well have application to the development of high-velocity wina 
tunnels capable of producing velocity of the order of mach 15. 

Westinghouse Electric informally inquired of NASA whether or not a contract 
for research and development with NASA to apply its discoveries in the field or 
are discharge to the development of a high Mach number wind tunnel would 
permit it to retain commercial rights in inventions made in the performance of 
such a contract. Westinghouse Electric appeared to believe that there would be 
further demand for such wind tunnels not only by the Government but by indus- 
try, and the retention of commercial rights in such inventions would enhance its 
competitive position in constructing wind tunnels, utilizing its techniques. 
Westinghouse Electric was advised that the only way in which it could accomplish 
this objective would be to receive a waiver under subsection 305(f) of the NASA 
Act, as implemented by NASA regulations. Since subsection 305(f) provides 
for the granting of waiver by the Administrator of NASA uoon recommendation 
of the NASA Inventions and Contributions Board, no assurance could be given 
in advance that a waiver would be granted in a specific instance. NASA’s 
patent waiver regulations provide that waiver may be granted if it shown that 
the invention has only incidental utility in the conduct of activities with which 
the Administration is particularly concerned, and has substantial promise of 
commercial utility. It would appear that any invention in the field of wind 
tunnel design would not be said to have only incidental utility in the conduct of 
activities with which NASA is concerned. Accordingly, this provision for 
waiver offered little promise that a waiver of the Government’s rights in these 
inventions could be obtained. 

Another provision in the regulations for waiver is where it is shown that the 
invention is directed specifically to a line of business of the contractor with re- 
spect to which contractor’s expenditure of funds in the field of technology to 
which the invention pertains has been large in comparison to the amount of funds 
for research and development work in the same field of technology expended un- 
der the contract of the Administration in which the invention was conceived or 
first actually reduced to practice. Whether or not inventions would qualify for 
waiver under this provision would depend upon facts not ascertainable in ad- 
vance of a contract. None of the other provisions in NASA’s regulations for 
waiver appeared to offer Westinghouse Electric better hope of obtaining com- 
mercial rights in new inventions. In view of these factors, Westinghouse BHlec- 
tric is still considering whether to submit a contract proposal to NASA. It should 
be added that Westinghouse Electric has contracts with NASA in fields of tech- 
nology where it does not regard its commercial position as being so critical. 

Case No. 2.—The Motorola Co. has made certain discoveries in photographic 
processes and techniques which appear to have substantial promise of commer- 
cial utility. These discoveries in photographic processes and techniques were 
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made independently of any Government ‘sponsorship and are presently the ex- 
clusive property of the Motorola Co. It appears, however, that these photo- 
graphic processes and techniques may have application in the solution of 
problems of photography in space exploration. Officals of the Motorola Co. 
approached NASA to suggest a research and development contract to apply 
these techniques to problems in outer space photography but desired to ascertain 
whether such a NASA contract would result in the Government acquiring rights 
to any inventions involved in the foregoing discoveries. Moreover, the Moto- 
rola Co. desires to continue its own research and development program in the 
commercial applications of these new photographic techniques and processes, 
and, therefore, desires to retain commercial rights to all new inventions. 

It is the policy of NASA not to acquire, except by direct purchase, rights in 
inventions that have been actually reduced to practice prior to the placing 
of a contract with NASA. Because the investigations undertaken by Motorola 
are still in an experimental stage, some questions remain as to whether or not 
their present state of development would, in each case, be considered as an 
“actual reduction to practice.” If any of the inventions were to be first ac- 
tually reduced to practice in the performance of the NASA contract, subsection 
305(f) of the act would require that the Government retain, as a minimum, 
a license under such inventions even though the Administrator were to waive 
title to the contractor, as provided by the NASA patent waiver regulations. 
Whether or not the commercial rights to any new inventions conceived in the 
performance of the contract could or would be waived to Motorola would de- 
pend upon whether the invention qualified under the waiver regulations and 
upon the judgment of the Administrator acting upon the advice of the NASA 
Inventions and Contributions Board. 

In view of these considerations, the officials of Motorola are in doubt as to 
the desirability of making a contract proposal to NASA to support the investi- 
gation. 

Case No. 8.—The General Electric Co., under contract with an agency of the 
Department of Defense, had successfully completed the basic research and study 
to indicate the applicability to missile guidance of certain phenomena pre- 
viously discovered by the General Electric Company relating to supercon- 
ductivity. NASA desired to join with the Department of Defense in entering 
into a new contract with the General Electric Co. to apply these discoveries 
in superconductivity to space vehicle guidance. Such joint sponsorship would 
necessitate incorporation in the contract of the NASA patent provisions which 
are less favorable to the contractor than those of the Department of Defense. 
The contractor refused to take the contract under such joint sponsorship, and 
presumably this investigation, if undertaken, will have to be supported solely 
by the Department of Defense. It should be added that the General Electric 
Co. is participating under research and development contracts with NASA in 
many other areas of research and development. Its reluctance to accept NASA’s 
support in this specific case evidently was attributable to its unwillingness to 
grant to the Government rights under inventions previously conceived but which 
might be first actually reduced to practice in the performance of such a con- 
tract, as it would be required to do by section 305 of the act. 

Case No. 4.—Narmco Industries, Inc., of San Diego, Calif. was requested by 
NASA to undertake some research investigations bearing upon the development 
of new structural materials for outer space application which would involve 
the impregnation into plastic or metal structures of fibers or disklike flakes of 
ceramic or glass materials. Narmco would be responsible for the development 
of the end material but would be required to seek from the glass or ceramic 
industries the improved fibers and disklike materials which were to be in- 
corporated into the plastic or metal matrix. On investigation, Narmco found 
that the glass and ceramic industries were reluctant to participate in this pro- 
gram if their participation would subject them to the patent provisions of the 
NASA Act. Because of these difficulities, this proposed investigation did not 
materialize. However, it is understood that Narmeco has accepted contracts 
from the military services for such work. 

Case No. 5.—The Associated Piping Engineering Co. of Compton, Calif., has 
apparently developed, independently of any Government sponsorship, a novel 
process for welding tungsten containing alloys. The company claims to have 
a well-established proprietary position in this field. It appears that the process 
developed by Associated Piping could be applied to tungsten or molybdenum 
to acheive a NASA objective which is important to the space program. The 
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NASA patent provisions, which would be required in such a contract, are pre- 
sently delaying the placing of a contract with this firm. 

Case No. 6.—The Electric Storage Battery Co. was requested by McDonnell 
Aircraft Co. a prime contractor in Project Mercury, to accept a subcontract 
for the development of a battery to be used in the manned capsule. Since the 
research and development to be undertaking pursuant to this request would 
parallel the Electric Storage Battery Co.’s own sponsored research program, 
and since the inventions emanating from this undertaking would be subject to 
the patent provisions of the NASA Act, Electric Storage Battery refused to 
enter into this subcontract with McDonnell Aircraft Co. Had it not been for the 
development of an alternative power supply by another NASA contractor, the 
refusal of Electric Storage Battery to take a subcontract with McDonnell 
Aircraft merely because of the NASA patent provisions could have seriously 
impaired or delayed Project Mercury. 

Case No. 7.—The Lesona Corp. subsidiary of Patterson-Moof Corp. was ap- 
proached by NASA to develop a carbon dioxide analyzer for use in Project 
Mercury. Lesona, the owner of patents for this subject matter, had granted 
an exclusive license to another firm under all inventions covered by its patents 
and all improvements therein. Under the NASA patent provisions required in 
the proposed NASA contract, the Government would acquire rights in all in- 
ventions made in the performance of work under the contract and Lesona 
might be held to have violated the terms of its exclusive license agreement. 
Even though Lesona wanted to accept the NASA contract, the company decided 
that it would be in its best interests to refuse the work with NASA. 

The foregoing examples typify the difficulties encountered as a result of 
the patent provisions of the NASA Act. However, there is reason to believe that 
many other industrial firms are reluctant to do business with NASA because 
of the patent provisions of the act. NASA would not be aware of this reluc- 
tance because these firms have not been seeking business with NASA. We 
understand that the Industrial Nucleonics Corp. has, in testimony before the 
Congress, indicated its reluctance to do business with the Atomic Energy Com- 
mission because of the patent policy of AEC. We also understand that In- 
dustrial Nucleonics, for the same reason, will not do business with NASA. 
It is also understood that the Garrett Corp. of Los Angeles would be unwilling 
to accept contracts with NASA in fields of technology related to their com- 
mercial business if inventions would be likely or necessary in the fulfillment 
of the work requirements of the contract. 


Exuipir XII(B). History oF THE PATENT PROVISIONS OF THE NATIONAL 
AERONAUTICS AND SPACE ACT OF 1955S 


The bill entitled “An act to provide for research into problems of flight 
within and outside the earth’s atmosphere, and for other purposes (H.R. 12575),* 
passed by the House of Representatives on June 2, 1958, contained the following 
provision under the heading “Patent Rights” : 

“Sec. 407. (a) Any invention or discovery made or conceived under any con- 
tract, subcontract, arrangement, or other relationship with the Administrator, 
regardless of whether the contract or arrangement involved the expenditure 
of funds by the Administrator, shall be deemed to have been made or conceived 
by the Administration, except that the Administrator may waive the Adminis- 
tration’s claim to any such invention or discovery under such circumstances 
as the Administrator may deem appropriate. 

“(b) In any case where the Administrator waives the Administration’s claim 
to an invention or discovery as authorized by subsection (a), the Administrator 
shall retain the full right to use such invention or discovery in carrying out 
his functions under this Act and to license other persons on such terms and 
conditions as he may deem appropriate to use such invention or discovery 
in the conduct of any activities authorized by or under this Act. In any such 
case the Administrator may provide for the payment by the Administration or 
by the other persons licensed under this subsection, for the use of the invention 
or discovery, of a reasonable royalty fee determined by the Administrator in 


accordance with such standards and procedures as he may by regulation 
establish. 





1H.R. 12575 became Public Law 85-568, July 29, 1958 (85th Cong., 2d sess.). 
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“(c) In any case where the Administrator does not waive the Administra- 
tion’s claim to an invention or discovery which is deemed to have been made 
or conceived by the Administration under subsection (a), the Administrator 
may grant to the person who made or conceived the invention or discovery, 
as compensation therefor, a cash award in an amount determined by the Admin- 
istrator in accordance with such standards and procedures as he may by regula- 
tion establish.” 

The report of the Select Committee on Astronautics and Space Exploration 
on H.R. 12575 (H. Rept. No. 1770, 85th Cong., 2d sess.) contains the following 
‘comment on the foregoing section : 

“Subsection (a) provides that any invention or discovery made or conceived 
under any contractual or other relationship with the new agency shall belong 
to that agency, unless the Administrator waives the agency’s claim to such 
invention or discovery. 

“Subsection (b) provides that where the Administrator waives the agency’s 
claim to an invention or discovery made or conceived under such a relution- 
ship. he shall retain the right to use the invention or discovery in carrying out 
his functions and to license it to others for use in carrying out the activities 
authorized by the act; and in any such case he may pay or require any licensee 
to pay the inventor or discoverer a reasonable royalty for the use of the inven- 
tion or discovery. 

“Subsection (c) authorizes the Administrator, in any case where the new 
agency's claim is not waived under subsection (a) and the invention or dis- 
covery accordingly becomes its property, to pay the inventor or discoverer a 
cash award as compensation for the invention or discovery.” 

The bill reported by the Special Committee on Space and Astronautics of the 
Senate on June 11, 1958 (8S. 3609), contained a substantially similar provision. 
The report of the committee on the bill (Rept. No. 1701, 85th Cong., 2d sess.) 
contains the following comment on this provision: 

“The bill provides that any invention or discovery made or conceived under 
any relationship of any character with the agency, whether or not agency 
funds are involved, is deemed to have been made and conceived by the agency, 
but that the Director may waive the claim of the United States under appro- 
priate circumstances. 

“When the Director waives any claim, he is required to retain for the United 
States the full right to use the invention or discovery in carrying out his 
functions and to license other persons to use the invention or discovery in 
earrying out agency activities. The Director is authorized to provide for 
the payment by the agency or other persons a reasonable royalty fee in accord- 
ance with standards and procedures established by regulation. 

“When the Director does not waive the claim of the United States to an 
invention or discovery, he may grant to the inventor or discoverer, as compen- 
sation, a cash award in an amount determined by him in accordance with 
standards and procedures established by regulation.” 

This provision of the bill was deleted on the floor of the Senate when the 
bill was passed on June 16, 1958. 

The conference report (H. Rept. 2166, 85th Cong., 2d sess.) contains the 
following comment: 

“The House bill contained a section on ‘Patent Rights’ which in essence 
provided that— 

“(1) The United States should receive title to any invention or discovery 
made or conceived under any contract or other arrangement with the Admin- 
istration. 

“(2) The Administrator could waive title to such discoveries at his discre- 
tion, but in such instances was required to retain the ‘full right’ to use the 
invention for Government purposes. He could further license other persons 
to use the invention on terms and conditions to be promulgated by him. 

“(3) The Administrator was authorized, in cases where title was retained in 
the Government, to make cash compensation awards in accordance with regu- 
lations to be determined by him. 

“The Senate eliminated a similar section entirely in order to permit further 
consideration of the problem in conference. 

“Operating on the theory that the Government’s interests must be protected, 
but with the concomitant purpose of protecting private interests and of keeping 
private incentive and initiative at a high level, the committee of conference 
adopted entirely new patent provisions.” 


$$ a 


PATENT POLICIES OF THE FEDERAL GOVERNMENT—1959 273 


PREPARED STATEMENT OF JOHN A. JOHNSON, GENERAL COUNSEL OF THE NATIONAL 
AERONAUTICS AND SPACE ADMINISTRATION 


Mr. Chairman, I appreciate your invitation to appear before this subcommittee 
in connection with its study of the patent policies of the departments and 
agencies of the Federal Government and the effects of these policies on economic 
concentration, competition, and small business. In accordance with your re- 
quest, my statement today will outline the patent policies of the National 
Aeronautics and Space Administration, the economic effects of those policies, 
and the recommendations of the Administration for legislative changes. 


NASA’S PATENT POLICIES 


NASA’s patent policies are to be found in section 305 of the National Aero- 
nautics and Space Act of 1958, and in the patent and procurement regulations 
of the Administration. 

Section 305 of the act, entitled “Property Rights in Inventions,” provides in 
subsection (a) that inventions made in the performance of work under NASA 
eontracts shall be the exclusive property of the United States whenever the 
Administrator makes certain statutory determinations concerning the conditions 
under which the invention was made, unless the Administrator waives all or 
any part of the rights of the United States to such inventions. In its entirety 
the subsection reads as follows: 

“(a) Whenever any invention is made in the performance of any work under 
any contract of the Administration, and the Administrator determines that— 

“(1) the person who made the invention was employed or assigned to 
perform research, development, or exploration work and the invention is 
related to the work he was employed or assigned to perform, or that it was 
within the scope of his employment duties, whether or not it was made 
during working hours, or with a contribution by the Government of the use 
of Government facilities, equipment, materials, allocated funds, information 
proprietary to the Government, or services of Government employees during 
working hours; or 

“(2) the person who made the invention was not employed or assigned to 
perform research, development, or exploration work, but the invention 
is nevertheless related to the contract, or to the work or duties he was 
employed or assigned to perform, and was made during working hours, or 
with a contribution from the Government of the sort referred to in clause 
1h. 

such invention shall be the exclusive property of the United States, and if such 
invention is patentable a patent therefore shall be issued to the United States 
upon application made by the Administrator, unless the Administrator waives 
all or any part of the rights of the United States to such invention in conformity 
with the provisions of subsection (f) of this section.” 

NASA has developed a special “Property Rights in Inventions” clause to 
facilitate administration of the foregoing statutory provision. This clause is 
required to be included in every NASA contract, or modification of a contract, 
which entails technical, scientific, or engineering work of a kind performed in 
a contract having as one of its purposes (1) the conduct of basie or applied 
research, (2) the design or development, or manufacture for the first time, of 
any machine, article of manufacture, or composition of matter to satisfy NASA’s 
specifications or special requirements, (3) the development of any process or 
technique for attaining a NASA objective not readily attainable through the 
practice of a previously developed process or technique, or (4) the testing or 
experimenting with a machine, process, or technique to determine whether the 
same is suitable or could be made suitable for a NASA objective. 

NASA considers that a contract made by another Government agency on be- 
half of NASA is a “contract of the Administration” for the purpose of applying 
subsection 305(a) of the act. Accordingly, NASA has requested that its special 
contract clause be included in such contracts if they meet the foregoing criteria. 
These criteria, of course, exclude contracts for the purchase of standard commer- 
cial off-the-shelf items. 

The “property rights in inventions” clause provides that a contractor shall 
furnish to the contracting officer written reports containing full and complete 
technical information concerning any invention made in the performance of any 
work under the contract. Such reports shall be furnished promptly upon the 
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making of such an invention. As a policing device, the clause requires the con- 
tractor to furnish such a report promptly after the execution of the contract 
with respect to inventions made before award of the contract but upon an 
understanding in writing that a contract would be awarded. For the same 
reason, a final report prior to final settlement is required in which all reportable 
inventions must be included, whether or not covered in prior reports. While the 
term “invention” is defined in the clause as including a discovery, improvement, 
or innovation, the contractor is not required to report every trifling discovery, 
improvement, or innovation that may be made under a NASA contract. How- 
ever, doubt as to whether a given invention is reportable should be resolved in 
favor of furnishing the report. 

In addition, the “property rights in inventions” clause states the agreement 
of the parties that any invention made in the performance of work under the 
contract shall be presumed to have been made by a person described in para- 
graph (1) or (2) of subsection 305(a) of the act, and under the conditions 
therein described, if the contractor fails to take any of certain actions specified 
in the clause, one of which is to submit to NASA a written statement setting forth 
the details of the circumstances under which the invention was made. The 
Administrator is thus enabled to make the determinations called for by sub- 
section 305(a) either on the basis of the agreed presumption, on the basis of 
information submitted by the contractor, or on the basis of facts independently 
ascertained by NASA. 

In the event it is determined that the invention has been made under cir- 
cumstances causing it to become the exclusive property of the United States, 
NASA will file the necessary patent application if the invention is patentable 
and is likely to be used in the public interest, unless the Administrator waives 
the rights of the United States in the invention. If it is determined that the 
invention was not made under circumstances causing it to become the exclusive 
property of the United States, the “property rights in inventions” clause pro- 
vides for the granting by the contractor to the Government of an irrevocable, 
nonexclusive, nontransferable, and royalty-free license to practice the invention 
throughout the world. 

In this situation, when the invention has not become the exclusive property 
of the United States by operation of subsection 305(a) of the act, the contrac- 
tor is required to specify whether or not a U.S. patent application has 
been or will be filed by or on behalf of the contractor. If the contractor specifies 
that a U.S. patent application will be filed, the contractor is obligated to file 
or cause the same to be filed in due time and form. However, if the con- 
tractor specifies that a U.S. patent application has not been filed and will not be 
filed, the contractor is required to convey to the Government the contractor’s 
entire interest in such invention and to execute the necessary instruments to 
permit the Government to prosecute patent applications covering the invention. 

The “property rights in inventions” clause also obligates the contractor to 
include clauses in each subcontract which follow substantially the provisions of 
the prime contract pertaining to patents. 

It should be noted that NASA’s regulations provide that in no event shall the 
price of a NASA contract be increased merely because of the inclusion of the 
“property rights in inventions” clause in the contract. 

As mentioned above, subsection 305(a) of the act provides that inventions 
determined by the Administrator to have been made under the conditions therein 
specified shall become the exclusive property of the United States “unless the 
Administrator waives all or any part of the rights of the United States to such in- 
vention in conformity with the provisions of subsection (f) of this section.” 
Subsection (f) provides that each waiver of rights of the United States to an 
invention made under a NASA contract may be upon such terms and conditions 
as the Administrator shall determine to be required for the protection of the 
interests of the United States, and shall be subject to the reservation by the 
Administrator of an irrevocable, nonexclusive, nontransferable, royalty-free li- 
cense for the practice of such invention throughout the world by or on behalf 
of the United States or any foreign government pursuant to any treaty or agree- 
ment with the United States. 

In the exercise of authority under subsection (f), NASA is guided by the fun- 
damental policy that the granting of a waiver is in the interests of the United 
States where the stimulus of private ownership of patent rights will encourage 
the development of an invention to the point of practical application more 
rapidly and with greater benefit to the public than would otherwise be the 
case. 
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NASA has establish criteria by which inventions are grouped into two 
general classes—first, those inventions not generally eligible for waiver; second, 
those inventions with respect to which a prima facie case for waiver may be 
established. Concerning the first class, it is NASA’s policy that the interests 
of the United States would not generally be served by waiver of its rights with 
respect to any invention which is (1) primarily adapted for and especially use- 
ful in the development and operation of vehicles, manned or unmanned, capable 
of sustained flight without support from or dependence upon the atmosphere, or 
(2) of basic importance in continued research toward the solution of problems of 
flight without support from or dependence upon the atmosphere. With respect 
to the second class, NASA considers that a prima facie case that the interests of 
the United States would be served by waiver of title shall have been established 
when : 

(1) It is shown that the intention was conceived prior to and independently of, 
but was first actually reduced to practice in the performace of work under a 
contract of the Administration, and the invention is covered by a U.S. patent 
issued or application filed prior to the award of the contract; or 

(2) It is shown that the invention was conceived or first acually reduced to 
practice in the performance of a contract of the Administration for research 
work with a nonprofit organization whose primary purpose is the conduct of 
scientific research, and the contract does not call for the delivery of models or 
equipment or the development of practical processes; or 

(3) It appears that the invention has only incidental utility in the conduct of 
activities with which the Administration is particularly concerned and has 
substantial promise of commercial utility; or 

(4) It is shown that the invention is directed specifically to a line of business 
of the contractor with respect to which the contractor’s previous expenditure of 
funds in the field of technology to which the invention pertains has been large 
in comparison to the amount of funds for research or development work in the 
same field of technology expended under the contract of the Administration in 
which the invention was conceived or first actually reduced to practice. 

All waivers, except those granted on inventions developed to the point of 
practical application prior to the request for waiver and waivers granted on in- 
ventions conceived prior to and independently of, but first actually reduced to 
practice in the performance of work under a contract of the Administration, will 
be voidable at the option of the Administrator unless the recipient of the waiver 
shall, on or before the end of the fifth year from the grant of a U.S. patent 
on such invention or the end of the eighth year from the date of acceptance 
of the waiver, whichever is sooner, demonstrate to the Administrator that: 
(1) the invention has been developed to the point of practical application, or (2) 
the invention has been made available for licensing either royalty free or at 
reasonable royalty rate. Development “to the point of practical application” 
means the manufacture, practice, or operation of the invention under such con- 
ditions as to establish that the invention is being worked or that its benefits are 
reasonably accessible to the public. 

It may be noted that subsection 305(f) of the act provides that the Administra- 
tor may waive all or any part of the rights of the United States “with respect to 
any invention or class of inventions made or which may be made * * * in the 
performance of any work required by any contract of the Administration.” 
It has been contended that this provision gives the Administrator authority to 
grant waivers in advance of the making of an invention and to include the 
granting of such waiver in NASA contracts. NASA, however, has adopted the 
policy of not granting any waivers in advance of the making of the invention 
because of the great difficulty, if not impossibility, of determining with any 
degree of assurance that the interests of the United States would be served by 
waiver before the precise nature of the invention is known. 

Subsection 305(g) of the act provides that the Administrator shall determine 
the terms and conditions upon which licenses will be granted by the Admin- 
istration for the practice by any person (other than an agency of the U.S. Govern- 
ment) of any invention for which the Administrator holds a patent on behalf 
of the United States. Regulations on the subject of licenses have not been 
as urgently needed as regulations prescribing contract provisions and waiver 
of rights in inventions. Although NASA’s patent licensing regulations have 
not yet been promulgated, certain basic policies have been developed in the 
course of their preparation. 

It will be NASA policy to grant a nonexclusive, royalty-free license to the 
NASA contractor responsible for the making of an invention which becomes the 
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property of the United States pursuant to subsection 305(a) of the act. This 
license will be revocable at the option of the Administrator if the recipient fails 
before the end of the eighth year from the date of the grant of the license or 
before the end of the fifth year from the date of the issuance to the Admin- 
istrator of a U.S. patent on the licensed invention, whichever is earlier, 
to demonstrate to the Administrator that the invention has been developed 
to the point of practical application. NASA would propose during this pe 
riod of time, which should be adequate in most instances for new-product 
development, to grant other nonexclusive licenses, revocable on the same condi- 
tions, to qualified applicants. If the invention has not been worked by the end 
of this period, it would be reasonable to conclude that a factor precluding devel- 
opment. of the invention was the lack of exclusive rights, typically available 
under the patent system, which would justify the risks of development. NASA 
would be in a position to rectify this situation by revoking all nonexclusive 
licenses and granting an exclusive license under the condition that the inven- 
tion would be developed within a specified period of years. Failure to comply 
with the condition would result in revocation of the exclusive license. Such 
a licensing policy could be implemented by publishing a list of all patents 
available for grant of an exclusive license. No patent subject to an outstanding 
nonexclusive license would be included on the list. 


EFFECTS OF NASA’S PATENT POLICIES 


It is not possible to do more than speculate about the economic effects of 
NASA’s patent policies. Section 305 of the National Aeronautics and Space Act 
has been in effect only since October 1, 1958, and the reporting of inventions 
made in the performance of NASA contracts has occured only during recent 
months. To date, NASA, has had nine inventions reported by contractors, 
of which seven have become the exclusive property of the United States. 
Determination of rights in one invention is still pending, and there is also pend- 
ing one petition for waiver of rights. This experience is obviously insufficient 
to permit conclusions concerning the economic effects of section 305 and the 
policies of NASA thereunder. 

The debate between the proponents of the Government’s taking title to con- 
tractors’ inventions and those who favor acquiring only a royalty-free license 
for Government use has been carried on with vigor for many years. Although 
no uniform answer has been provided either by the executive or legislative 
branch, there seems to be general agreement on certain ends to be served by 
the Government’s patent policies. 

The first of these is that it is in the public interest to encourage the earliest 
and widest use of inventions. As a corollary to this proposition, the necessary 
means must be found to preclude the suppression of inventions made in the 
performance of Government-financed research and development work. 

In the second place, there is general agreement that the American patent 
system does provide a stimulus for the risktaking that is necessarily incurred 
in the development and introduction of a new or improved product. Thus, the 
taking by the Government of title to inventions might well have an adverse 
effect upon economic progress, since loss of the protection of the patent could 
impede the commercial development of certain inventions. 

NASA has endeavored to take each of these considerations into account in 
developing its patent policies. NASA’s waiver and licensing policies, we believe, 
are devised to assist in bringing to the public at the earliest date the benefit of 
those inventions which appear to have substantial promise of industrial utility, 
of contributing to more efficient methods of production of goods and services, 
or of creating new and improved products. The NASA policy of conditioning 
the waiver of rights or the granting of licenses upon the development of an in- 
vention to the point where its benefits are accessible to the public within a 
reasonable time is intended to preclude any possible suppression of the inven- 
tion by the recipients of the waiver or license. It is hoped, therefore, that 
the overall effect of NASA’s policies will be to aid, rather than impede, economic 
progress. 

RECOM MENDATIONS 


Quite aside from the anticipated economic effects of NASA’s patent policies, 
which are speculative at best, section 305 of the National Aeronautics and Space 
Act of 1958 has certain consequences which make legislative action desirable. 
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I have recently proposed, in my testimony before the Subcommittee on Patents 
and Scientific Inventions of the Committee on Science and Astronautics of 
the House of Representatives, that section 305 of the National Aeronautics 
and Space Act of 1958 be replaced by a provision which will give the NASA 
discretionary authority concerning the disposition of property rights in inven- 
tions conceived or first actually reduced to practice under NASA contracts 
calling for experimental, developmental, or research work. Such authority is 
necessary to enable NASA to avoid creating inequities in its dealings with 
private contractors. 

NASA’s contractors are largely from those segments of American industry 
which do most of the contracting with the Department of Defense in defense 
aspects of the aeronautics and space field. In most cases, not only the same 
industrial units are involved, but essentially the same technology forms the 
basis for both NASA and Department of Defense contracts. Often contracts 
are jointly sponsored. Since NASA practice required by the present law 
differs from that of the Department of Defense, the disposition of patent rights 
in inventions under contracts which are basically similar and often with the 
game contractors may depend solely upon whether the source of funds in NASA 
or Department of Defense appropriations. From an equitable as well as an 
administrative standpoint, it is believed that the Government ought to deal 
equally, regardless of the agency involved, with contractors engaged in sub- 
stantially similar work. To this end, in almost every procurement aspect ex- 
cept patents, NASA has the same legal authority and has adopted the same 
policies and practices as the Department of Defense in conducting its business 
with contractors. The single exception concerning property rights in inventions, 
however, is of the utmost importance to contractors. In order to assure itself 
of the continuing willingness of contractors to participate in projects of great 
national importance, NASA desires that it be given discretionary authority to 
adopt contractual patent provisions in line with those of the Department of 
Defense where necessary to meet the equities of the situation. 

The Atomic Energy Act, on the other hand, requires that “any invention or 
discovery, useful in the production or utilization of special nuclear material 
or atomic energy, made or conceived under any contract, arrangement, or other 
relationship with the Commission” shall be deemed to have been made by the 
Commission, except that the Commission may waive its claim to any such in- 
vention or discovery. This statutory standard is also at variance with sub- 
section 305(a) of the NASA Act. If the legislation which we are proposing 
were enacted, it would enable NASA to adopt patent provisions in its contracts 
identical with those of the Atomic Energy Commission in cases where the pro- 
duction or utilization of special nuclear material or atomic energy is involved. 

In addition, it is desirable to reduce the administrative complexities of the 
present act. The processing of inventions to comply with subsection 305(a) 
and the consideration of requests for waiver of the Government’s rights involve 
much procedural detail which may well be unjustified from a purely economic 
point of view. 

Finally, there is the adverse reaction of contractors themselves to the patent 
provisions of the act. While this opposition may, in the typical case, be over- 
come in the process of negotiating a contract, it can retard the placing of 
important research and development contracts. Moreover, NASA would prefer 
to be dealing with willing contractors, competitively eager to participate in 
the research and development necessary to advance the Nation’s space efforts. 

The amendment which has been suggested is substantively like the legis- 
lation enacted in 1950 for the National Science Foundation (40 U.S.C. 1871). 
The principle of that legislation is to authorize the adoption of contract pro- 
visions, taking either title or license, whichever will protect the public interest 
and the equities of contractors. The enactment of such legislation for NASA, 
in lieu of section 305 of the National Aeronautics and Space Act of 1958, 
would eliminate inequities to contractors, lighten NASA’s administrative burden, 
and minimize contractor opposition, all of which, in our opinion, will serve 
the best interests of the national space program. 


Senator Lone. I am not going to call any more witnesses today. 
I had hoped to be able to call one more witness, but we will ask the 


witnesses to come back tomorrow and we will proceed as expedi- 
tiously as we can. 
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We will meet at 10 o’clock and we will call Mr. Falvey as the first 
first witness tomorrow. 

Thank you so much. 

(Whereupon, at 5:30 p.m., the subcommittee recessed to reconvene 
tomorrow, Thursday, December 10, 1959, at 10 a.m.) 
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PATENT POLICIES OF DEPARTMENTS AND AGENCIES 
OF THE FEDERAL GOVERNMENT 


THURSDAY, DECEMBER 10, 1959 


U.S. SENATE, 
SUBCOMMITTEE ON Monopo.y 
OF THE SELECT COMMITTEE ON SMALL Business, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:10 a.m., in room 
457, Old Senate Office Building, Senator Russell B. Long, presiding. 

Present: Senator Long. 

Also present: Walter B. Stults, staff director; Benjamin Gordon, 
economist; T. Peter Ansberry, counsel; Hamilton Richardson, legis- 
lative assistant to Senator Long. 

Senator Lone. The subcommittee will come to order. 

Our first witness will be Mr. Falvey. 

Will you please summarize your statement, if you can, in about 10 
minutes. 

Mr. Fatvey. I think I can, Mr. Chairman. 


STATEMENT OF JAMES P. FALVEY, DEPUTY ASSISTANT SECRE- 
TARY OF DEFENSE (SUPPLY AND LOGISTICS) ; ACCOMPANIED BY 
G. C. BANNERMAN, DIRECTOR, OFFICE 0F PROCUREMENT POLICY ; 
HOWARD WILLIAMSON, OFFICE OF PROCUREMENT POLICY; 
R. TENNEY JOHNSON, OFFICE OF GENERAL COUNSEL, DEPART- 
MENT OF DEFENSE; CAPT. R. A. FITCH, U.S. NAVY, ASSISTANT 
CHIEF OF NAVAL RESEARCH FOR PATENTS; AND D. C. SNYDER, 
OFFICE OF NAVAL RESEARCH 


Mr. Fatvey. I am James P. Falvey, Deputy Assistant Secretary of 
Defense (Supply and Logistics). I appreciate your invitation to ap- 
pear and discuss Department of Defense policies on patents and on the 
acquisition and dissemination of data. For the convenience of the 
committee, I would like to summarize the main points of my prepared 
statement, which I understand has been received for the record, and 
finally, our views on the pertinence of these policies to small business 
and the problem now before this subcommittee. 

_ Reduced to essentials, the Department of Defense patent policy is, 
in any contract having experimental, developmental, or research work 
as one of its purposes, to obtain a royalty-free, nonexclusive license 
to use any invention conceived or first actually reduced to practice in 
the course of performing the contract work. The Government thus 
has the right to have any manufacturer it chooses produce the pat- 
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ented article for the use of the Government without payment of royal- 
ties to the patent holder. Generally, however, the contractor retains 
title to the patent and the right to collect royalties on all commercial 
business. If the contractor elects not to file a patent application on an 
invention, he must convey all his rights in the invention to the Govern- 
ment. The Government may thereby acquire title to an invention 
originated in the performance of contract work for the Department 
of Defense, for defensive purposes. 

Moreover, of course, the Department may contract and pay for the 
reservation of title to inventions in the Government. However, to 
do so would be a departure from the general policy. 

Historically, the patent policy of the Department of Defense was 
and is the result of operating experience of the Department and the 
Military Departments prior to the establishment of the Department of 
Defense. Our experience under the present policy has been good and 
no changes of concept are needed to satisfy Department of Defense 
requirements. 

The mission of the Department of Defense is the defense of the 
United States, and the Armed Forces must be provided with weapons 
which incorporate the most advanced technology. In order to obtain 
such weapons, it is necessary to compete with the demands of the 
civilian market for the scientific, technological, and engineering re- 
sources of American industry because we depend upon industry to 
produce the weapons we need. Realistically, it must be recognized 
that industry is in research to design and create products to sell. 
Research must have a production line pay-off. Requiring indis- 
criminately that title to the inventions resulting from Government 
work be vested in the Government would impair our ability to secure 
the research services of qualified and competent firms, since one great 
incentive, commercial exploitation of resulting patents, would be lost. 

In regard to the acquisition and use of technical data in a contract 
which has as one of its principal purposes experimental, developmen- 
tal, or research work, and calls for models of equipment or practical 
processes, the contractor is required to furnish for the price of the 
work all data resulting directly from the performance of the con- 
tract necessary for reproduction or manufacture of the equipment or 
performance of the process which is developed. 

In supply contracts, “proprietary data,” if obtained, is subject to 
specific negotiation and listed as a contract item. When the Govern- 
ment wishes to establish additional sources of supply it obtains the 
data without limitation as to use. However, if the Government’s needs 
are limited to a specific purpose such as emergency manufacture, the 
data is subject to limitation. 

The need for “proprietary data” to establish additional sources 
of supply arises when it is necessary to insure fulfillment of current 
and mobilization requirements or to establish competitive sources 
to avoid unreasonable prices. If neither of these conditions is present, 
the contracting officer is free to make repetitive purchases of equipment 
from the original developer. This policy honors the “proprietary 
data” developed at the expense of the contractor and gives effect 
to our policy of fostering private development of items having mili- 


tary usefulness. 
The dissemination of scientific and technical information is of inter- 
est to this committee. 
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Technical information embraces a spectrum which runs from simple 
instructions on how to use equipment, maintain it, and to manu- 
facture it to the most learned treatises on scientific phenomena, human 
behavior patterns, and the social and applied sciences. 

This material is distributed or made available through the Library 
of Congress, the Office of Technical Services of the Department of 
Commerce, the Armed Services Technical Information Agency 
(ASTIA), and the National Science Foundation, to name a few of 
the sources. 

The committee has requested an analysis of the economic effects 
of our patent policies, particularly in relation to concentration, com- 
petition, and small business. 

Whether this contributes to economic concentration is a matter upon 
which there is a dearth of facts upon which to base an objective judg- 
ment. We have no objective judgment on the question. Any subjec- 
tive judgment must recognize that concentration of economic power 
can result from many factors, such as good management, ability to 
control basic resources, and many others, including through patents 
a recognized legal monopoly. To identify the many elements and to 
assign such elements their relative weight falls outside the mission 
of the Department of Defense. However, we are participating in a 
study of the question through membership in study group 14, referred 
toin my prepared statement. (See p. 338.) 

With respect to effect of our patent policy on competition, we take 
into account that we are operating in an economy which is based on 
a competitive free enterprise system. The patent system is an integral 
part of that system. We have considered how we should fit our treat- 
ment of the division of rights in inventions in such a system. It must 
be recognized that a U.S. patent is a legal monopoly. It rewards the 
inventor by giving him the power temporarily to exclude others from 
using the invention he patented. It gives him time and incentive 
to develop and market the invention, thus making it available for 
public use. Our policy recognizes this fact. 

The competitive advantage resulting from inventiveness and inge- 
nuity is lost when it is placed in the public domain, as would be the 
case in iaopeniaent balk title. The right to exclude, considered to be 
an inducement and an incentive to dispose personnel and plant re- 
sources to the development and commercial exploitation of the inven- 
tion is lost. Would this capital be so disposed if the innovator knew 
that anyone could copy the invention with impunity ? 

I am sure the committee would be interested in knowing the views 
of the Small Business Industry Advisory Committee to the Depart- 
ment of Defense. In October 1957, one of the members proposed 
that small business should be exempted from the requirement of the 
grant to the Government of a royalty-free license. The Committee 


considered the question and on February 4, 1958, passed the resolution 
quoted below: 


That it is the sense of this Committee that small business does not wish pref- 
a treatment, but equitable treatment, as compared to big business; It is 
urther 

Resolved, That with express regard to patent rights resulting from research 
and development contracts with the armed services, that it is recommended 
that the Department of Defense preserve its existing policy of taking royalty- 
free licenses on inventions conceived and reduced to practice at its expense but 
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not including any background inventions conceived and reduced to practice by 
the contractor prior to receiving the research and development contract. 

To conclude, Mr. Chairman, I consider our patent policy is in the 
best interest of the United States. It is designed to provide the in- 
centive for American industry to undertake the scientific and develop- 
ment work so sorely needed in our present and future weapons. If 
we are to forge ahead in this age of rapid technological development 
and resulting rapid obsolescence, we must continue to recognize, re- 
spect, and encourage all the inventive genius which this Nation can 
muster. 

Senator Lone. Thank you very much, Mr. Falvey. 

Does the Department of Defense do some of its own research ? 

Mr. Fatvey. Yes, sir. 

Senator Lone. Is it included in your contracts with your scientists 
or is it just a matter of Federal law, that, anything they develop for 
you belongs to the U.S. Government ? 

Mr. Fatvey. Are you talking about employees of the Department 
of Defense ? 

Senator Lone. Yes, Federal employees. 

Mr. Fatvey. I think, perhaps, one of these men can answer that. 

Mr. BanNERMAN. It is a matter of statute. 

Mr. Witu1amson. Mr. Johnson can answer that. 

Mr. Jounson. It is Executive Order 10096 which governs the rights 
of a Government employee in inventions. 

Senator Lone. Can you state it briefly ? 

Mr. Jounson. The Executive order says that when people are hired 
to produce inventions, the Government shall take a title to that in- 
vention, receive an assignment of it. 

It also says that where his invention is performed during Govern- 
ment work or on Government time, that the Government will also 
receive an assignment of that invention. 

It provides that the Government will receive a license if it is not 
related to the duties of the employee; that is basically it. 

Senator Lone. Here is a typical situation that I have some slight 
knowledge of. A person is working for the Army Engineers. He is 
working on a flood control structure. 

He figures out in his spare time a way to make that structure open 
or close more efficiently. He does it in his spare time at home. 

My understanding is that even though he does it in his spare time, 
because it is related to his work, the patent belongs to the Government. 

Mr. Jounson. In effect, the result would be that he would obtain— 
he would retain the title to that invention done in his spare time. The 
way the policy is administered, that would be the effect. 

Senator Lone. I would be curious to see what happened under those 
exact circumstances. You might check and see. It is your impression 
that if he did it in his spare time, it would be his private patent ? 

Mr. Jounson. That is the way the policy is administered; yes, sir. 

Senator Lone. If he did that on Government time, that would be 
the Government’s patent ? 

Mr. Jonnson. Well, it would be subject to determination of whether 
the Government wished to retain or obtain title to that invention. In 
many cases the Government would decide it would not desire to have 
title to the invention. It would, however, reserve a license. 
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Senator Lona. Reserve what? 

Mr. Jounson. A license. 

Senator Lone. What factors would be involved in determining 
whether you can take title to an invention or not ? 

Mr. Fatvey. We are still talking, Mr. Chairman, about the Gov- 
ernment employee ? 

Senator Lone. Yes, sir. 

Mr. Fatvey. We are not talking about an outside contractor ? 

Senator Lone. That is right; we are still talking about the Gov- 
ernment employee. 

Mr. Snyper. Will you repeat the question, sir, please ? 

Senator Lone. If a Government employee in the course of his work, 
makes a patentable discovery relating to his work, what factors would 
determine whether the Government would take the patent, or would 
permit him to keep the patent and merely take a license ? 

Mr. Snyper. You start with the assumption that the invention is 
related to his official duties, I believe. 

Senator Lone. Yes. 

Mr. Snyper. The rule that is followed by the Department of De- 
fense, and actually under the final decisions of Chairman of the 
Patents Board, is that we take title only where the invention is di- 
rectly related to his official duties. The word “directly” is quite im- 
portant here. 

If it has a mere remote relation, something of that nature, we take 
a mere license for the Government. 

Similarly, if there is merely a contribution by the Government of 
facilities, material, time of other employees, and so forth, we take a 
mere license. 

The key to the titletaking is in this language “directly related to 
the official duties of this inventor.” 

Senator Lone. Well, in some instances you would not, I understand, 
take title, even though it is directly related to his official work. 

Mr. Snyper. There are instances where the Government has abso- 
lutely no interest in this particular invention from the standpoint of 
whether we have any governmental need for the invention; and we 
do not even want to file a patent application on the subject matter. 

In those situations the inventor sometimes is permitted to file a 


patent application at his own expense, subject to a Government license 
in the invention. 


Senator Lona. Yes. 

What I was trying to find out was what factors are involved in 
your decision that you would or would not take title when it is 
something the Government could use. 

I cited a specific case of a man working on a flood control structure, 
and he finds a way to make the structure work better and more 
efliciently. It is patentable. It is of use to the Government. 

It could, perhaps, be used by private industry. 

Would the Government take title, and if so, what would be the 
factors that would determine whether the Government would take 
title or would not take title? 

Mr. Snyper. The main factor on whether we take title is this factor 
of whether it is directly related to his official duties. 

Senator Lone. It is directly related. 
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Mr. Snyper. All right. 

Then we will take title in that invention if, in fact, we are going 
to use it for governmental purposes. 

But if we have no need for it, we may permit the inventor to retain 
— and take the invention at his own expense, subject to Government 
icense. 

Senator Lone. Suppose private industry wants that title; suppose 
private industry could find that useful also, would you permit that 
inventor to have the patent rights on it for commercial exploitation ? 

Mr. Snyper. It is conceivable that the invention would have only 
commercial use, absolutely no governmental use, and that title would 
be left in the employee in that situation. 

Senator Lone. All right. 

Now, back to you, Mr. Falvey. I think that what you and I are 
seeking, what, I hope, we are both seeking, is a method that will make 
our democracy work most efficiently and most effectively. 

Mr. Fatvey. That is correct. 

Senator Lona. I think that is what your statement has been directed 
to. 
Mr. Fatvey. That is right, Mr. Chairman. 

Senator Lone. In the handling of this program when you hire 
someone to do research and development work for the Government—— 

Mr. Fatvey. You are talking now about a contractor on the outside? 

Senator Lone. Yes; I am now talking about an outside contractor. 

Mr. Fatvey. Yes, sir. 

Senator Lone. Is that person permitted to keep the information he 
develops to himself until the completion of the contract or until some 
particular point along the line? 

Mr. Fatvey. You are talking about as the development progresses? 

Senator Lone. Yes; as it progresses. 

Mr. Fatvey. We engage a contractor to do a job for us—— 

Senator Lone. Yes. 

Mr. Fatvey. (continuing). Todevelop something. 

Senator Lone. Right. 

Now, here is the point I have in mind. 

As he goes along in attempting to develop, say an airplane or a 
missile—— 

Mr. Fauvey. All right. 

Senator Lone. As he goes along, he finds ways to get certain things 
done; he learns things which in some instances are know-how, and 
in other instances, they are patentable items of information. 

Mr. Fanvey. Right. 

Senator Lone. Is he permitted to keep that information until some 
particular point or until the completion of the contract ? 

Mr. Fatvey. You are talking about the employee of, perhaps, or a 
group of employees, in the employ of a contractor? 

Senator Lone. I am talking about the contractor. 

Mr. Fatvey. OK. 

Senator Lone. Here is the kind of thing I have in mind. You have 
two or three different contracts developing similar weapons—let us 
say aircraft and missiles—are these individual contractors permitted 
to keep to themselves the proprietary rights that they have in know- 
how and in technical information until some particular point, such as 
the completion of a contract ? 
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Mr. Fatvey. I think, perhaps, one of these other men would be 
better qualified to answer that question than I am. 

Mr. Witur1amson. In a research and development contract, I think 
that is what you are speaking about—— 

Senator Lone. Yes. 

Mr. Wiiu1amMson (continuing). The contract will provide for the 
delivery of data, and it varies as to when that data will be delivered 
in each contract. 

This, of course, embraces the notion that data are periodically de- 
livered whenever it is meaningful data. We do not just pick a date 
which happens to be convenient and then get part of the data. It is 
usually in some sort of an organized package. 

Senator Lone. Well, suppose it is something like the development 
of the Titan missile, which we can use as a specific example. You may 
provide further information later for the record, if necessary, but I 
would like your best guess at the moment as to when data and tech- 
nical information developed is delivered and made available gener- 
ally ¢5°* 

Ar. Wuui1amson. I think I would have to supply that answer in a 
general way. Ido not know that particular case. 

Senator Lone. What would be your guess ? 

Mr. Witx1amMson. Well, I would guess that you would have, after 
you have an approved design for the 

Senator Lone. Pardon me. 

Mr. Wittiamson. I say, after you have an approved design, you 
would proceed to work out that particular design so you would at 
least have the design data at that point. 

Now, when you construct the prototype, you would then put that 
through a series of tests, and you would acquire a considerable amount 
of test data. 

I think it would then depend on how long the test program was, 
whether the test was proceeding satisfactorily or just what the situ- 
ation was. 

It would be a little hard to predict exactly what sort of data were 
being generated and when. 

Mr. Bannerman. Mr. Chairman, I would like to supplement that 
answer just a little, if I may, and in doing so I would like to differ- 
entiate between patentable inventions, on the one hand, and data on 
the other. 

I think whenever a contractor arrives at an invention, he is required 
to make a disclosure to us on that invention. This comes in the form 
of periodic reports throughout the life of the contract. 

With respect to data, you take a contract like the Titan, for instance, 
the Government has a large number of its own employees stationed in 
the plant of the contractor who is building the Titan, and they are 
aware at all times of what that contractor is doing, and what he is 
coming up with by way of data, and that data would be availble to 
them at any time it is requested. 

Senator Lone. To the Goverment employees ? 

Mr. Bannerman. That is right. 

_Senator Lone. Suppose I am a contractor building a different mis- 
sile. Suppose I am building the Polaris. 








%a See app. XVI., p. 454., for information subsequently supplied re reporting of R. & D. 
data to the Department of Defense by contractors. ee - . 
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How readily is that information available to me when I am working 
on a different missile, but a closely related item ? 

Mr. BANNERMAN. Well, the exchange of data in a case like that 
would be via the Government, and I assume the answer to your ques- 
tion would be how efficient is the Government in performing this 
function, and I am not sure that I am prepared to answer that. 

I think there is no question of secrecy involved. It is a question of 
how good a job are we doing in passing the data. 

Mr. Fatvey. Mr. Chairman, may I ask a question ? 

Senator Lona. Yes. 

ae. Fatvey. You are talking about two different contractors, are 
you! 

Senator Lone. Yes. Don’t you have a different contractor on the 
Polaris from the one you have on the Titan ? 

Mr. Fatvey. Yes, sir. 

Mr. BANNERMAN. Yes, sir. 

Senator Lone. That is the point I have in mind. Many of the 
problems are identical, are they not? Many of the development 
problems—— 

Mr. Fatvey. Well, at least similar. 

Senator Lone. Both of them are missiles, are they not? 

Mr. Fatvey. Yes, but there are missiles and missiles, Mr. Chairman. 

Senator Lone. Well, the Atlas and the Titan have a lot of smiliar- 
ity, do they not ? 

Mr. Fatvey. Right. 

Senator Lone. And neither of them uses a solid fuel. They both 
use a liquid fuel, do they not? 

Mr. Fatvey. That is correct. Maybe someone else is more techni- 
cally disposed to answer that. I do not know whether they are solid 
or liquid. 

Mr. Wiuu1amson. It is my understanding they are both liquid fuel. 

Senator Lone. That is the point I have in mind. Both of them 
are missiles, and both use liquid fuel, and they both have a different 
design. They may be designed for a somewhat different parpiee, 
but, generally speaking, the research and devolpment problems are 
almost identical. 

I would like to know how readily available the information that one 
contractor develops is to the other contractor. 

Mr. Bannerman. Mr. Chairman, the Government is supervisin 
both developments. The Government would be quite remiss, I woul 
assume, to allow any substantial amount of money to be expended in 
duplicative work if the work has been done once. Information should 
then be made by the Government readily available to the other con- 
tractor, and he could go on from there. 

Senator Lone. And now, what is your reaction to this testimony 
that we had on our opening day, where a businessman said that he 
wanted to bid on a camera? He can sell it to you cheaper than his 
competitor can sell it, and he thinks he can give you a better product. 

His testimony was that he could not get the data, the drawings, and 
information he needed to bid on it. In fact, in some instances he 
could not even see the camera that he was to bid on.*” 

What is your reaction to that ? 


%b See statement of Mr. Peirez, p. 22.) 
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Mr. BANNERMAN. Mr. Chairman, I would need to know a good deal 
more about it than just that. 

It would depend upon the circumstances under which we acquired 
the camera. 

If we bought the existing camera under a supply contract, it is not 
our policy to pirate the technical information or data of the originat- 
ing contractor simply because we buy his camera. 

It is quite possible that we would not have data under those circum- 
stances any more than we would have data on all of the details of a 
Ford automobile just because we bought one. 

On the other hand, if we had paid for the development of the 
camera, if the Government had paid to have that camera developed, 
under our present policies we would have or should have certainly, 
all of the technical data necessary, and would have the right to make 
that available to others to build the camera. 

Senator Lone. Suppose this is a case where this contractor had 
developed a camera under a contract with you, and, suppose he had 
certain information prior to the time that he received the contract 
from you, but he had received a very substantial amount of money— 
perhaps most of the money—for the development of this item from 
a Government contract. 

Where would the competitor stand in that situation, and where 
would you stand ? 

Mr. BanNnERMAN. These questions are never very simple, Mr. 
Chairman. I would like to answer that in several parts, if I may. 

In the first place, we do not acquire in the course of the conduct of 
our research and development work, without paying for it sepa- 
rately, we do not acquire background patents; that is, we acquire 
no rights in patents which the contractor had prior to the time our 
contract was placed. 

Now, so much for patents. Let us talk now about data rather 
than patents. 

We do, under our policies with respect to data, acquire all data 
necessary to tell us how to make the article with, I think, two ex- 
ceptions. 

One is that if the research and development includes prior work of 
a commercial nature; in other words, if it includes a commercially 
available component, we do not ask our prime contractor how to make 
that component. It is on the market, and it can be bought by any- 
body else as well as us. We simply require that it be identified and 
described in some way so that some other contractor could buy the 
same component. 

Similarly, if there is some other component which has been previ- 
ously developed and sold before our contract was placed, we do 
not require that the owner of that, whoever he may be, and he may 
be a subcontractor, we do not require that he reveal to us proprie- 
tary data in such an item as that. 

But we do find out how to make the end product, and data that 
tell us how to make the end product are then transferable to others. 

Senator Lone. It would seem to me that it would be logical that 
when you make a contract to acquire something, that you put your- 
self in the position that in the future you could have it produced 
under competitive circumstances. 
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Mr. BaAnNERMAN. We agree completely, Mr. Chairman; and that 
is precisely what we do. 

Senator Lone. Well, let us just assume that a contractor has a 
certain amount of information and he has a background patent or 
two relating to the development of any given item. It could be a 
camera or any one of many things. 

It would seem to me that if you are going to spend a substantial 
amount of money to develop it beyond that point that you should 
require him, as part of the contract, to agree that the Government 
or anyone else that you cared to do business with in the future, 
would have the benefit of a license, for at least a reasonable consid- 
eration, to use these background patents and the initial know-how 
that this person might have had when he first signed the contract 
with you. 

Mr. BannerRMAN. Well, you are getting to the question of what 
do we buy, and what do we pay for, and I think it is safe to say it is 
not our normal practice to buy in conjunction with a simple cost-type 
contract a lot of what may be very valuable background patent rights. 

If we intend to go into a production program thereafter, there is 
nothing to prevent us from going in separately and buying a license 
against such background patents, and this we frequently do. But 
it would be a separate negotiation for that license. 

Senator Lone. But, generally speaking, when you enter into these 
research and development contracts, you do not undertake to acquire 
the right to use prior patents in the event that you want someone else 
to develop the same item? 

Mr. BannerMAN. Not generally speaking; no. Generally, we buy 
only that which is developed under our contract, but we are certainly 
able to buy background patents if we choose to. 

As a matter of fact, if we run into any trouble on it, we have the 
statutory authority to infringe them, if necessary, which is sort of an 
enforced negotiation. 

Senator Lone. Well now, we had testimony here by a small business 
concern ** that had been unable to bid on the maintenance of instru- 
ments against General Electric; that he has been able to do the work 
at anywhere from half to 10 percent of the costs that General Electric 
was charging, and yet in many instances he was unable to acquire the 
parts from Geaneal Electric to meet delivery dates: because a con- 
siderable number of the parts were exclusively in the possession of 
General Electric. He submitted a letter or letters which tended to 
support that position. (See exhibit I, p. 47.) 

What is your reaction to that? 

Mr. BANNERMAN. Well, I think that my answer to that would be 
somewhat similar to my answer to one of your earlier questions, 
Mr. Chairman. 

If we buy an instrument or a device or anything else from General 
Electric under a supply contract, we do not thereby acquire any 
rights in the data or information concerning that item under such a 
contract. 

Senator Lone. Suppose you made a contract with them to provide 
it, I mean, to develop the same data? 


31 Statement of Harry Stare, proatfent, Action Manufacturing Co., p. 44. See also state- 
ment of General Electric, app. X, p. 435. 
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Mr. BannerMAN. That is quite a different matter. Our policy 
with respect to what data we get under a development contract is 
entirely different from that under a supply contract. But I must 
assume in the case you mentioned, because of the fact that it does not 
seem to agree with our normal policy under research contracts, that 
we acquire the product originally under a supply contract and, hence, 
we do not have these rights 

Mr. Anssperry. When you buy aircraft instruments which have to 
be repaired after so many hundreds or thousands of flying hours, 
you do not at that time acquire enough information to enable you to 
repair the instruments, do you? 

r. BANNERMAN. I’m sorry, I did not hear the question. 

Mr. Ansperry. I say, you buy aircraft instruments under a supply 
contract. These instruments are known when you buy them that they 
would require overhaul after so many thousands of flying hours, yet 
you do not acquire at that time sufficient information and data to 
enable you to repair the instrument ? 

Mr. BANNERMAN. We would ordinarily get with a supply contract 
a maintenance and overhaul manual which would be just as you get 
with an automobile. 

This would normally give you the information necessary to over- 
haul it. It would not get us parts, and I gather from. what the 
chairman said the problem in this case was getting parts. 

Mr. Ansperry. The problem was both parts and data, as stated by 
the Viewlex—or the Action Co. and the Goat Electric letter. 

Mr. Bannerman. I do not know of any equipment offhand that we 
have bought without any ability to repair it. 

The Government itself is in the repair business, as you know. We 
have many maintenance and overhaul shops; certainly in the aviation 
industry this is true. 

I am not aware of any great problems in getting these maintenance 
and overhaul manuals, this information, to operate those shops. 

I assume that such information would also be available to a con- 
tractor if the work is contracted out. 

Mr. Ansperry. Should not your contracts so provide? 

Mr. BaNnNERMAN. Maintenance and overhaul data that we get in 
connection with any contract are specifically available to the Govern- 
ment for any use it cares to make of it. Such data do not normally 
include any proprietary information. 

Senator Lone. Well, let us look at a case where you pay four times 
as much to have to maintain your equipment as it would cost you 
if you let other people bid on the business. 

Should you not, in the first instance, have protected yourself from 
that by requiring that you have drawings to the parts, and the right 
of others to make the parts, so that in the event the contracor did what 
General Electric * here is alleged to have done, you could protect the 
Government’s interest by getting the work done at 25 percent of what 
it would cost if the original producer decided to overcharge you? 


Mr. Fatvey. Mr. Chairman, may I ask a question before attempting 
to answer that question ? 


Senator Lone. Yes. 





* See General Electric statement, app. X, p. 435. 
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Mr. Fatvey. Your previous question, I believe, was directed to the 
matter of nonavailability of parts. 

I did not understand there was any patent or technical question 
there. It was a question of getting the flow of parts; am I correct 
in that? 

Senator Lone. Well, to me it makes no difference whether the parts 
are patented or not patented. 

Mr. Fatvey. That is what I say. 

Senator Lone. It is the matter of availability of parts; and my 
question is should not the Government, in acquiring the instrument, 
anticipate the repair problem and obtain whatever contracts or infor- 
mation was necessary to guarantee that the parts would be readily 
available to competitors of the producer of the initial equipment ? 

Mr. Fatvey. In some instances, Mr. Chairman, the concurrent spares 
are ordered with the product for service and maintenance. 

Senator Lone. How about the case when the components are not 
ordered with the products? In other words, you say that in some 
instances you actually get spart parts with the product, so that you 
will have them when you need them. 

Mr. Farvey. Concurrent spares are run at the time of the produc- 
tion run—I am taking an ordinary simple thing like an instrument. 

Senator Lona. Let us take the next step. How about in the case 
where you do not do that? If you are not going to buy the spares, 
should you not at least make sure that the spares will be readily avail- 
able at a reasonable price ? 

Mr. Fatvery. I do not think there is any argument about that, Mr. 
Chairman. It is just a question of the source of the spare parts. I do 
not understand that there is any patent question. 

Senator Lone. Do you think that should be done? Do we agree 
so far? 

Mr. Fatvry. Yes, sir. 

Senator Lone. Now let us take the next step. 

Mr. Farvey. All right. 

Senator Lone. Now assuming that the item under discussion is pat- 
entable or it involves trade secrets or other proprietary rights, in 
that instance should you not either assure yourself that the parts 
would be available or, in the alternative, if you have not acquired 
the parts or assured their availability, should you not take a license 
to let some of your other contractors make those parts and have the 
technical data available so that they can be readily made? 

Mr. Fatvey. You are differentiating, as I understand it, between 
rights under background patents and rights under a patent for 
development of the article ? 

Senator Lona. Let us take it step by step. First, we have eliminated 
the problem where we have the parts. 

Mr. Fatvey. That isno problem. 

Senator Lone. Now we come to a situation such as the witness testi- 
fied about 2 days ago, where you did not have the parts to provide to 
him. He had to get the parts. 

Mr. Farvey. Right. 

Senator Lona. And the parts were not available because the manu- 
facturer of the original item would not provide them. 
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Now, would it not have been desirable, when you made the contract 
to acquire the original item, to have secured a license to make these 
parts and sufficient technical information so that someone could readily 
make them if the manufacturer did not see fit to provide the parts to 
his competitors ? 

Mr. Fatvey. I answer that question, “Yes,” with this qualification, 
that the question suggests that there may have been some patent 
complication. I am assuming that you are reading that into the 
question. 

Senator Lone. Yes. If there is a patent complication you could 
have taken care of that in the original contract if you had stipulated 
that you would have the license to use that patent at a reasonable fee. 

Mr. Fatvey. If the article were developed under an experimental 
contract we have got that right. 

Senator Lone. But even if it was not developed under an experi- 
mental contract, and even if there were certain patents involved which 
were not the result from Government-sponsored research, you could 
have negotiated for a license to use those prior patents for a reasonable 
fee if that were necessary, isn’t that correct ? 

Mr. Fatvey. That is right. If we wanted to buy that; if we wanted 
to negotiate for that, we would then be negotiating a license under 
background patents, so to speak, as I understand your question. 

Senator Lone. Yes. 

Wouldn’t that be very important ? 

Mr. Farvey. Well, as the witness testified, if it is something that 
appears necessary or desirable, such a license can be negotiated today. 

Senator Lone. Yes. 

Mr. Farvey. Am I right, Mr. Bannerman. 

Mr. BANNERMAN. Yes, that is true. 

But, Mr. Chairman, it is not normally our policy in conjunction with 
the supply contracts to try to use the admitted economic power that 
we have to force people to give up valuable property rights without 
paying them for it. 

I think that it would be possible in many instances to get background 
patent data, and to get the background know-how or technica] data in 
connection with supply contracts if we elected to do so as our policy. 

But the fact of the matter is the people who would be forced to give 
that to us would be those who would be in an economically weak posi- 
tion. A company that is in a good strong bargaining position would 
always tell you to go peddle your papers. They are not interested in 
giving up these valuable property rights, and I think such a policy 
across the board would be very unfair, for instance, to small business, 
because they are the ones who are hungriest, and probably would be 
most compelled to give up these background rights. 

We do not feel that it is fair just because we buy an item at the going 
— for that item to expect to get a lot of other things, namely, all the 

ackground know-how of the company. 

If we pay for that know-how, if we pay to have it developed, why, 
sure, we should get it, but not by the mere act of buying something 
on the market. 

Senator Lone. Well, let us take a case where you are going to spend 
$10 million or $100 million to develop a given item. The person who 
is seeking the contract to develop it may have certain information, 
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certain know-how, and he may have one or two patents which may or 
may not be valid. Let us assume some of them are valid. Perhaps 
he acquired that at the expense of only $75,000 or $100,000. Yet, so 
long as he retains those prior patents nobody else could manufacture 
that article, even you could not manufacture it for yourself. 

Why should you sign a contract for $10 million or $100 million and 
leave that contractor in a position that you could not even manufacture 
it for yourself in the future if you desired to do so. 

Mr. Bannerman. Mr. Chairman, if we had any desire whatsoever 
or any indication that there would be the manufacture of this item 
by ourselves or by any other contractor at any time in the future, I 
am sure we would acquire such background patent rights under the 
circumstances you mentioned. 

You must realize that our policy in this respect is an across-the- 
board policy. We do not normally acquire background patents because 
we do not normally pay for them. Such patents elk be paid for if 
you buy them. 

Captain Frreu. Mr. Chairman, could I say say something? I 
think I know what you are getting at, and something that has not 
quite been said. 

If we have any reason for having a second source of supply or third 
or fourth for reasons of our military need, we do not want to rely on 
one source or if we are getting an unreasonable price from the sources 
we have, then we have authority in calling for bids for this item to 
give out the information, the best we have, as to how that item is made, 

y bidders. We have authority under our statute to infringe that 
patent and go right ahead and make it anyway. 

We might attempt to negotiate in the case you gave. 

Senator Lone. What do you have to establish in order to infringe 
that patent? 

Captain Frren. Only that we need it, sir. The statute permits 
us—— . 

Senator Lone. Only that you need it or that you cannot get it at 
a reasonable price? Hise: 

Captain Frrcn. No, sir; we may infringe any patent under the 
statute, and the patent owner’s only recourse, sole remedy, is by a suit 
in the Court of Claims against the United States. 

We do not override, overrun these, if we can avoid it. We like to 

et a license on a reasonable basis. But what we do quite frequently 
is to authorize our people who bid, respond to a call for a bid, authorize 
them to infringe a patent which exists, the patent owner may complain 
and may make a claim against the Government, but that is a separate 
matter entirely. 

Senator Lone. How frequently have you infringed patents? 

Captain Frren. Quite frequently, sir. 

In the Navy we have a regulation whereby we are required, that the 
Secretary requires that before the patent is infringed intentionally and 
knowingly, that he authorize the infringement based on the needs of 
the Navy. 

Senator Lone. Could you provide me with a memorandum, and 
I would like it not just for the Navy but for the Defense Depart- 
ment, setting out the instances in which patents have been infringed 
during the last year, for example? I think I would be curious to 
see how infrequently that has happened. 
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Captain Fircn. Yes, sir; we can. We have a large number of 
claims for that very thing. 


Exurpit XIII(A) 


INFORMATION SUBSEQUENTLY SUPPLIED BY MR. BANNERMAN, RE PATENT 
INFRINGEMENTS 


OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE, 
SUPPLY AND LOGISTICS, 
Washington, D.C., January 21, 1960. 
The SELECT COMMITTEE ON SMALL BUSINESS, 
U.S. Senate. 

GENTLEMEN: This will supplement my letter of December 16, 1959, with 
respect to material to be furnished for the record of the hearings before the 
Subcommittee on Monopoly of the Select Committee on Small Business on 
December 10, 1959. 

At page 556 of the transcript of hearings the following appears :™ 

“Senator Lone. Could you provide me with a memorandum, and I would like 
it not just for the Navy but for the Defense Department, setting out the in- 
stances in which patents have been infringed during the last year, for example? 
I think I would be curious to see how frequently that has happened.” 

The Department of the Navy was assigned the job of providing the answers 
to Senator Long’s question, and their findings are quoted below: 

“It is frequently alleged by patent owners that their patents are being in- 
fringed by the Department of Defense. For example, in fiscal year 1959 patent 
infringement problems were presented as follows: 





Department | Department | Department 
of the Army | of the Navy | of the Air 


Force 
Patent infringement claims filed for administrative settlement 
mnes TD TE BO. BORG se aiid doce das di tsebsconnietinnsse 23 38 59 
Pe eae es ee 35 52 100 
Patent infringement suits filed in the Court of Claims under 
NT ne ae ER i itetiiadn da aks 10 8 
Number of patents involved............-...-..--.-...-.-- 15 21 


Many of the above claims and suits involve more than one of the military depart- 
ments, and therefore the total number of claims against the Department of 
Defense is less than the sum of the above figures. Bach department investigates 
its own procurement, however, but coordinated action is usually taken on any 
defense available. 

“Patent infringement by the Department of Defense is usually inadvertent 
but in some cases may be said to be deliberate. For example, while the Depart- 
ment of Defense is authorized by title 10, United States Code, section 2304(10) 
to purchase supplies by negotiation whenever it is impracticable to obtain 
competition, a patented item is often available from several sources including. 
one or more sources not licensed under the patent. In such cases, formal 
advertising is appropriate and may result in the award of the contract to an 
unlicensed low bidder, especially if the low bidder agrees to indemnify the 
Government against patent liability or the difference in bids is more than a 
reasonable royalty for use of the patented invention. Under title 28, United 
States Code, section 1498, the patent owner’s sole remedy is by suit against the 
Government for reasonable compensation for any such patent infringement, and 
he cannot obtain an injunction either against the contractor or the Government. 
Thus it is sometimes determined by the military departments that it is in the 
best interests of the Government to procure an item from an unlicensed supplier 
even though it is known that a patent may be infringed. Such determinations 
are made by contracting officers with advice from patent personnel in the De- 
partments of the Army and the Air Force, and by the Assistant Chief of Naval 
Research for Patents in the Department of the Navy as described below. 

“Article 1265 of the Navy Regulations (1948) provides, in effect, that no person 
in the Naval Establishment shall knowingly adopt or use any proprietary article, 
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invention, or copyrighted matter without consent of the owner, or authorization 
of the Secretary (delegated to the Assistant Chief of Naval Research for Patents) 
unless the exigencies of the service necessitate such adoption or use prior to such 
consent or authorization, in which latter case a full report shall be made. Dur- 
ing the fiscal year 1959, 18 such authorizations involving over 62 patents were 
granted by the Assistant Chief of Naval Research for Patents on behalf of the 
Secretary of the Navy and 3 reports after award of contracts involving an addi- 
tional 2 patents were made. Certain of these patents are presently being sued 
upon in two of the above-noted Court of Claims suits and others are involved in 
four of the above-noted administrative claims now pending before the Navy De- 
partment. All of the remaining patents as to which an authorization was granted 
are the basis of a potential claim against the Government.” 

For your information, neither the Department of the Air Force nor the De- 
partment of the Army have regulations exactly comparable to article 1265 of 
the Navy Regulation (1948) referred to in the Navy reply. For your further 
information, the Department of Defense policy is stated in the Armed Services 
Procurement Regulation in paragraph 9-107.1(b) quoted in pertinent part as 
follows: 

“* * * to pay a reasonable compensation for the use of a valid patent enforce- 
able against the Government, but the questions of infringement, validity, and 
enforceability of the patent shall be determined by personnel having cognizance 
of patent matters for the Department concerned.” 

Sincerely yours, 
G. C. BANNERMAN, 
Director for Procurement Policy. 

Senator Lone. I want to ask one general question here. What is 
your impression about the practices of your contractors when they 
hire technicians and scientists to do research and development work 
for them? Do they take contracts that require their employees, the 
scientists and engineers to turn over all research data and all know- 
how, as well as al] patents, to them ? 

Mr. Fatvey. While he is in their employ, or are you talking about 
what he might have conceived and developed prior? I would say, 
generally speaking, it is the practice 

: ; : ; 

Senator Lone. You have had considerable experience in private 
industry before you came to Defense, have you not, Mr. Falvey? 

Mr. Fatvey. Yes; I have been a patent attorney for 22 years, Mr. 
Chairman. I have had quite a bit of exposure to it. 

Senator Lone. With the Army? You say you were a patent attor- 
ney for 22 years? 

Mr. Fatvey. In private industry, and I was dealing with the serv- 
ices, you might say, from the other side of the table. I was the 
negotiator for a corporation. ; 

Senator Lone. Which corporation was that ? 

Mr. Fatvey. The Electric Auto-Lite Co. 

Senator Lone. What is your experience as a patent lawyer repre- 
senting a corporation in relation to its employees in your contracts? 
Is it usually provided that your employees would turn over all patent- 
able information and know-how to the employer ? 

Mr. Fatvey. Those that were employed to invent, yes, sir; not the 
general run-of-mill employees. Those in the inventive area. 

Senator Lone. That is right. I am referring to those who are 
employed to develop something. 

t me ask you how you think you would have gotten along with 
one of your clients, the corporation you represented or some clients 
you represented, if you had drawn such a contract that in the course 
of the research and development in your laboratories if one of the 
employees secures a patent, quits, and then goes out and make himself 
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$5 million or $10 million with a patent that does not have anything 
particularly to do with your business. Do you think your stock- 
holders and your employer would have been happy about that? 

Mr. Fatvey. I do not think I quite understand the first part of 
that factual situation. He is employed to invent? 

Senator Lone. Let us consider the following situation: You were 
employed by a corporation that dealt with some type of electrical 
equipment, is that correct so far? 

Mr. Fatvey. That is correct, sir. 

Senator Lone. Suppose one of your employees, working in your 
laboratory on company time, came up with information which en- 
abled him to take out a patent on a new product such as nylon, which 
would be worth a fantastically large amount of money, and the con- 
tract failed to provide that that patent would belong to that company 
which employed him, would you not imagine that the corporation 
and the stockholders would be somewhat upset about that? 

Mr. Fatvey. It is a hypothetical question, Mr. Chairman, because 
I was never confronted with it. 

I would say the individual that realizes $5 million would be a 
pretty fortunate fellow. 

Senator Lone. Yes. 

Mr. Fatvey. I do not know whether the stockholders would squawk 
about that or not; I do not know. It is a hypothetical question, and 
I was never confronted with it. 

Senator Lone. My reaction is that the reason you employ a lawyer 
is to see to it that your interests are protected in representing your 
people. My thought would be that the interest of the stockholder in 
that corporation would not have been protected if you had left out 
something in that contract which made it possible for my company 
to lose a lot of money. 

Mr. Fatvry. Perhaps, when I said 

Senator Lone. Or failure to make a lot of money—let us put it 
that way—where the average lawyer would have provided for such 
a situation. 

Mr. Fatvey. The invention agreement specified all inventions con- 
ceived, developed, and so forth, while in the employ of the company. 
It is pretty hard to differentiate between what is directly related to 
the specific work he is doing, the developmental and experimental 
work, and something that might be somewhat apart, whether it is 
related or not, which is sometimes a tough question when you get 
into these scientific areas and technical areas. 

Senator Lone. Well, what is your experience insofar as employ- 
ment of subcontractors by those who work for the Department of 
Defense is concerned? Do they, in their agreements on research and 
development, require the subcontractor to turn over to the contractor 
any patents or know-how which he might develop ? 

Mr. Fatvey. I am not familiar with that. 

Mr. Bannerman. Are we talking about the Department of De- 
fense research and development prime contract ? 

Senator Lona. Yes. 

Mr. Bannerman. The Government requires that the prime con- 
tractor, in placing subcontracts under a developmental contract, in- 
clude provisions substantially similar to those that are in the prime’s 
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eontract or else get specific Government waiver if they find they can- 
not get a sub to agree to that. 

I think in almost every instance where the subcontractors patents 
or invents a license right is passed on to the Government through the 
prime contractor in exactly the same way as the patents of the } prime 
are passed. 

Senator Lone. How about the right of the subcontractor to retain 
the patent for use not in the military ? 

Mr. BaNNERMAN. Insofar as the Government is concerned, that 
right would be, the right for commercial usage of the patent, title 
to the patent, in other words, would be, retained by the sub. 

Now, we, of course, do not get into what arrangements may be made 
between the prime and the sub, except to say that Government money 
will not be used to accommodate such arrangement. 

Senator Lone. Well, here is what I would like for you to find out 
for me. My impression is this: In all probability I think you will 
find that some companies do permit the subcontractor to keep the 
patents, and some companies do not. That is my guess, and I believe 
you will find that to be correct. 

If that is, and assuming that to be the case, I would like for you to 
oe this committee with the information simply as far as your 

argest prime contractors are concerned, and I would be satisfied to 
settle for the top 20, the largest 20 as to whether those companies 
permit their subcontractors as a general rule, to keep these patent 
rights. Or do they require these patent rights to be vested in the 
prime contractor ? 

Mr. Bannerman. Mr. Chairman, we will certainly make an effort 
to get that information for you. We do not have it anywhere in the 
Department of Defense.** 

Senator Lona. Right. 

Mr. BaNNERMAN. We would have to get it from the primes. 

I woud like to point this fact or, perhaps, reiterate this fact, that 
if they have a policy of acquiring title, if the prime has a policy of 
acquiring title, from the sub under those circumstances we insist that 
that be by a separate negotiation and not as part of the subcontract 
that is negotiated under our prime, under which we are assuming the 
cost, you see. 

Senator Lona. Yes. 

Mr. BANNERMAN. Our policy is to leave it with the sub insofar as 
we are concerned. 

Senator Lone. Well, right now you do not know the answer to that 
question ¢ 

Mr. Bannerman. I think you are exactly right. The policies of 
primes probably vary all over the lot. 

Mr. Fatvey. I believe, as the witness mentioned earlier, Mr. Chair- 
man, that would be a matter of, you might say, private contract 
between the prime and the sub. 

Mr. BANNERMAN. With private money. 

Mr. Fatvey. Yes. But the Government would derive the rights 
under the sub. 


33 See app. XV, p. 446 for information supplied. 
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Mr. Bannerman. The Government would have a license right to 
practice or to have anybody else practice any invention of a subcon- 
tractor under those circumstances. 

Senator Lona. Yes. 

We had testimony here on behalf of one large corporation, which 
is a substantial contractor with your Department, that it is their prac- 
tice to permit the subcontractor to keep the commercial rights. 

My guess is that this is not a typical situation, and I would like to 
know precisely what the situation is. 

Mr. JoHnson. Senator, do you mean where a Department of De- 
fense contract is involved, or do you mean across-the-board in their 
own private contracts? 

Senator Lone. I mean insofar as Department of Defense contracts 
are concerned. But if the policy is different on a private basis, I 
would like to know that as well. 

My guess is that the policy is probably consistent. 

Mr. BANNERMAN. My guess would be the other way around, Senator, 
but that is purely a matter of opinion. 

Mr. Fatvrey. We will try to get the facts for you. 

Senator Lone. Our committee would like to have this information. 
My guess is that you can get in about 20 letters. 

Mr. Fatvey. We will write them. (See Appendix XV p. 446 and 
XV(A) p. 453.) 

Mr. Ansperry. Mr. Falvey, what is the annual dollar volume of 
R. & D. for Defense this year? 

Mr. pam R. & D. only? Our total procurement—have you 

ot it? 
: Mr. BANNERMAN. No. That is an available figure though within 
the Department, and can be made available to you. 

_ Suppose we supply that for the record. We have that informa- 
tion. 

Mr. Gorpon. Mr. Falvey, will you please identify your associates? 

Mr. Fatvry. Yes. This is Mr. Bannerman, Director for Procure- 
ment Policy, Office of the Assistant Secretary of Defense, Supply and 
Logistics; Mr. Howard Williamson, in Mr. Bannerman’s office; Mr. 
Johnson, of Office of General Counsel of the Department of Defense; 
Captain Fitch of the U.S. Navy, obviously; and Mr. Snyder, I believe, 
Patent Department of the Navy, am I correct ? 

Captain Frrcu. Both of the Office of Naval Research, Patents. 

Mr. Gorvon. You state that the license you receive means that the 
Government has the right to have any manufacturer issue or produce 
the patented article for the Government without payment to the 
patent holder? 

Mr. Fatvey. Yes, I believe that is what I said. 

Mr. Gorvon. Does it work out that way in practice ? 

Mr. Fatvrey. You say does it? 

Mr. Gorvon. Does it work out that way in practice? Would you 
think that a company other than the developer, could have produced 
either a Lockheed F104 or a Titan missile? I am asking that ques- 
tion from a technical point of view. Doesn’t it generally end up with 


*% Information subsequently furnished the committee by Mr. Bannerman: “In response 
to this request, we submit the figure of $5,239 million, as representing prime contract 
awards for research, development, test, and engineering for fiscal year 1959” (excerpt from 
letter dated Dec. 16, 1959, to clerk of the committee). 
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the developer also being the producer of your more complicated 
items ? 

Mr. Fatvrey. That presents a very interesting distinction between 
know-how and patents. Mr. Bannerman would like to comment on 
oa but I did want to get that observation in there, that there is a 

“—s distinction, in my opinion, between know-how and patent rights. 

r, BANNERMAN. Mr. Gordon, so far as the patents are concerned, 
what Mr. Falvey said, of course, is correct. There is no patent reason 
why we cannot go to anybody else. 

However, when you put, perhaps, $100 million or more into a com- 
pany to Peg 4 a new major weapon, probably coupled with 3 or 4 
years of time that has gone into it, it is rather unlikely that you are 
going to find anybody ‘else who can produce that weapon at reason- 
able cost and within a reasonable time for the Government thereafter. 

This is a fact which the Congress has recognized in one of the ne- 
gotiation exceptions which was given to us. It is exception No. 14 in 
the Armed Services Procurement Act which provides that you may 
negotiate with a single company when to do so would avoid duplica- 
tion of substantial initial investment or substantial periods of time or 
procurement would otherwise be delayed. 

Now, these are large weapons you are talking about, and what you 
say as to large weapons is very frequently true. 

However, let us recognize that in the research field we are doing 
business all over the spectrum from some rather simple things to 
these very elaborate and complicated things, and it is very frequently 
= with respect to things we develop that we thereafter buy from 
others. 

Mr. Gorpon. The answer to the question then would be “Yes”; is 
that correct ? 

Mr. BaNnerMAN. The answer to the question, confining it to the 
Titan, would probably be “Yes,” simply because there is not time or 
money to develop additional sources. 

Mr. Gorvon. As I understand it, the Government takes title only 
when the contractor decides he does ‘not want it; is that correct? 

Mr. Bannerman. That is true as far as our normal day-by-day 
working policy is concerned. But, recognize, we have no statute 
that prevents us from taking title if we want to. 

Mr. Gorvon. I will come to that shortly. 

Mr. Bannerman. And we do do it. 

There are cases actually in our own regulations, for instance, of 
civil defense items where we do take title. 

Mr. Gorpon. I will come to the second part in a short while. 

What criterion do you think the contractor uses in deciding whether 
or not he should take title ? 

Mr. Fatvey. The contractor or the contracting officer ? 

Mr. Gorpon. Obviously whether it is profitable for him to do so, 
is that right? 

Mr. Fatvey. My question was, Are you talking about the contractor 
or the contracting officer ? 

Mr. Gorvon. I am talking about the contractor. 

As I understand it, the usual policy is that if the contractor does 
not want title, you take it; isn’t that right? 
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Mr. BannerMAN. If the contractor does not wish to spend enough 
money to file a patent application and prosecute his patent, we are 
able to do so if we so elect. 

Mr. Gorvon. All right. 

Mr. BANNERMAN. He must transfer his rights to us under those 
circumstances. 

Mr. Gorvon. Now, generally, when a contractor decides that he does 
not want title, that he does not want the patent rights, what kind of a 
criterion do you think he uses? Would you think he uses the profit- 
ability criterion? Would it be fair to say that he will not take title 
if he feels that it is not profitable for him to do so? 

Mr. Fatvey. That is a logical assumption. 

Mr. Gorpon. Isn’t that a logical assumption ? 

Mr. Fatvey. Yes. All right. 

Mr. Gorpon. This is, in a way, perhaps, a personal question. Would 
you be against the Government taking title on principle? 

Mr. Fatvey. Do you mean in the Department of Defense practice? 

Mr. Gorpon. Well, would you be against the U.S. Government tak- 
ing titleon principle? Do you think it isa bad idea? 

r. Fatvey. That isa pretty strong word, “bad” idea. 

I think I can answer your question by saying that I think it would 
expedite the program of the Department of Defense to follow the 
license theory rather than the title theory on the grounds that there 
are contractors with whom we want to deal that might not be interested 
in dealing with us on the other basis, on the title basis. Do you follow 
me? 

Mr. Gorpon. I am just asking whether you are against taking title 
on principle that is, do you think it is a bad idea for the Government 
to take title under any conditions? 

Mr. Fatvey. I do not like the use of the words “bad idea.” 

Mr. Gorvon. Well, would you be against taking title even under the 
conditions where a contractor does not want the title? 

Mr. Fatvey. I am afraid I do not understand that question. 

Mr. Gorvon. Suppose the contractor is not interested in taking title? 
He feels it is not profitable for him. Do you think the Government 
should take title under such conditions? 

Mr. Fatvey. It all depends on what the invention is. 

Mr. BANNERMAN. It 1s quite likely that the Government should, Mr. 
Gordon, because the Government, if it intends to practice that inven- 
tion in military equipment, must protect itself from having somebody 
else patent it. 

r. Gorpon. Well, we have had submitted to us, and it is now 
in the committee room, a tremendous list of titles ** which were taken 
by the Government which were refused by the contractor. The Gov- 
ernment, for some reason or other, decided that it wanted to take 
title to these developments. 

Mr. Fatvey. Yes; I believe we have. 

Mr. Gorpvon. You supplied the material to me, Mr. Williamson, 
as you will recall. 


% Retained in committee files, 
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Mr. Wuu1amson. Mr. Gordon, I think the answer to that ques- 
tion is where we acquired the title it was because the contractor had 
decided he did not wish to prosecute. 

Mr. Gorvon. He did not wish to doit. I see. 

Mr. Wui1amson. And for defensive reasons or whatever rea- 
sons motivated us at the time we elected to prosecute the invention 
after the assignment of all of the contractor’s right, title, and in- 
terest to the Department to do so. 

Mr. BannerMAN. And the motives may be quite different, Mr. 
Gordon. As you say, it is quite possible that the contractor would 
conclude there is no commercial future in this invention and, hence, 
it is not worth his time. 

The Government, on the other hand, with respect to the same in- 
vention might conclude that this invention is inherent in some mili- 
tary equipment that the Government will want to buy, and it does 
not want somebody else prosecuting that patent and keeping the 
Government out. 

Mr. Gorpon. In that case then, shouldn’t that consideration also 
enter into the giving of the title, whether the contractor finds it 
profitable to take it or not? 

Mr. BannerMan. No; because the Government, by taking a license 
to a patent that is prosecuted by the contractor, gets all of the protec- 
tion and all of the rights that the Government has any need for, but 
they would not even get that if he did not prosecute his patent. 

Mr. Fatvey. I think what Mr. Bannerman is saying is that the 

atent then becomes a matter of record, do you follow me, Mr. 

hairman ? 

If the contractor elects not to file, notifies the Government that 
he elects not to file, then the Government, in the exercise of its judg- 
ment and discretion, decides it would be desirable to file, and it makes 
the eet a matter of record; it is what might be termed a defensive 
approach. 

Ms BaNNERMAN. It is a way of protecting the license that we 
need. 

Mr. Gorpon. Do you have that same protection if the contractor 
takes the title, too? 

Mr. Fatvey, We have a license. 

Mr. Gorpon. Only a license? 

Mr. Fatvey. We can build or have anybody else build for us, and 
for us I mean the Government, the United States Government, not 
just the Department of Defense. 

Senator Lone. Let me see if I understand this. Do I understand 
you to be saying that in many instances you take a patent when the 
developer is not interested in taking it, and one reason you do that is 
because you do not want someone else to take a patent out on the same 
thing, Sime possibly hindering or impeding your progress because 
you would have no rights in the patent if someone else took it out! 

Mr. Fatvey. That is, in substance, correct, Mr. Chairman. 

However, I do think that statement and the statements that have 
been made here are subject to qualification. 

When we talk about somebody else obtaining a patent, bear in mind 
that under our patent statutes the original and first inventor is the 
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one that is entitled to a patent. There is a little confusion there about 
somebody else getting the patent. 

Senator Lone. While I am on the subject though, you have a back- 

ound as a patent lawyer, so you would know the answer to that 

tter than I would. Is it true that the majority of these patents 
won’t stand a determined test in court ? 

Mr. Fatvey. I am afraid that is correct, Mr. Chairman. 

Senator Lona. My impression was that the great majority of pat- 
ents do not have patentable novelty. If you consider a given problem 
there is generally only one logical way you can solve it, and that is 
what most people will do under most circumstances. The person 
who applies for a patent does not prove he was the first one to think 
of the idea, and my impression has been that most patents would not 
stand a determined court test by a good lawyer. I take it that is 
your impression also? 

Mr. Fatvey. You are very correct there, Mr. Chairman. 

If they survive the District Court then they have a slimmer chance 
in the Court of Appeals, and if they happen to get past the Court of 
Appeals, they usually catch it in the Supreme Court. 

Senator Lona. What is your guess as to the percentage of patents 
that could actually stand a determined test all the way up to the 
Supreme Court? 

Mr. Fatvey. I would not want to give it in terms of percentage, 
but it is awfully thin. 

Senator Lone. Very small? 

Mr. Fatvey. Yes, sir. 

Captain Frron. As a matter of interest, the statistics show that 
about one-half, 60 percent, of patents tested in court are held invalid. 
But, of course, those tested in court are the ones where some lawyer 
thought he could knock it out. 

Senator Lone. Yes. 

Captain Frrcn. So it may be that those not tested in court would 
have a better chance if they were tested. But of those tested in 
court—— 

Senator Lone. It would seem to me it would be just exactly the other 
way around; in other words, my guess is that out of patents that 
have been applied for and issued, that there are probably more of them 
that are not tested in court because the lawyer for the person who 
had the patent probably informed him, to begin with, that he did not 
think it would stand up. 

Captain Frron. Well, the number of licenses would not support that 
theory, Mr. Chairman. 

Senator Lone. What is that? 

Captain Frrcu. The number of patents which are licensed would not 
support your theory. In other words, if a patent is questionable but 
of great value, a company may buy a license for a small fee rather 
than risk the tremendous cost of litigation with the chance of losing. 

Senator Lone. Well, the statement of Mr. Falvey, Captain Fitch, 
was just exactly the opposite of yours. His guess is that only a very 
small percentage of patents are valid. 

My impression was, from what little experience I had with the 
subject, that it was an extremely small percentage, and I have been 
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told by businessmen that out of a big stack of patents that they have, 
they would be surprised if any more than two of them were valid. 

Mr. Fatvey. I would just like to make one observation, Mr. Chair- 
man. I believe your question and my answer were directed to the 
patents that were litigated. I did not touch on the patents that Cap- 
tain Fitch is mentioning that do not get into litigation. 

Senator Lone. Yes. 

Mr. Fatvey. You appreciate the distinction. 

Senator Lone. Yes. 

Mr. Fatvey. I might mention, too, as a matter of general interest, 
in addition to this 

Senator Lone. What is your guess about those not litigated? Is 
it your guess that most of them would stand up or not stand up? 

Mr. Fatvey. That all depends on which side of the case you are 
on, Mr. Chairman. 

There is also a question besides this matter of novelty which is one 
of the reasons why so many patents are thrown out, another ques- 
tion that is often raised is noninfringement. The court sometimes 
will hold a patent valid but not infringed. 

Senator Lone. Yes. 

Mr. Gorpvon. Mr. Falvey, if I may continue, you stated that allow- 
ing a contractor to take title, and your taking a license gives you suf- 
ficient protection ; is that correct ? 

Mr. Fatvey. That is correct. 

Mr. Gorpon. I want to submit for your consideration the following 
thought: That actually it does not give you the rights and the pro- 
tection that you think you are getting. 

Mr. Fatvey. That is interesting. 

Mr. Gorvon. If I may continue, patent ownership could be defeated 
through a patent interference where the rights may be decided ex 
parte by the parties to the interference. Let us suppose that this 
contractor—— 

Mr. Fatvey. Yes. 

Mr. Gorpon (continuing). Develops something for you. He takes 
the title. He applies for a patent. Another person comes along, 
another company, and says: “Look, we developed this before you.” 
Patent interference proceedings are initiated 

Mr. Fatvey. That is not started by the applicant for the patent. 
An interference is declared by the U.S. Patent Office to determine 
priority. 

Mr. Gorvon. All right. But somebody has to come to the U.S. 
Patent Office and say: “Look, we developed this either at the same 
time or even before.” 

Mr. Fatvey. Yes. 

Mr. Gorpvon. All right. Then these two fellows get together and 
decide which one’s was the first. 

Mr. Fatvey. You mean collusively ? 

Mr. Gorpon. Well, it could be collusively or it could well be that 
the other fellow was the first inventor. It could be collusively, too, 
and they decide between themselves, with you out of it completely, 
that the other fellow was the inventor and should get the patent. 
In that case he does not have to grant you a royalty-free license. You 
are stuck, and you cannot use it. 
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Mr. Fatvey. We have got the license, but we have got no patent. 

Mr. Gorpon. But you cannot get a royalty-free non-exclusive license 
because the person who contracted to give it to you could not have 
gotten the patent in the first place. 

Mr. Fatvey. All right. The second fellow in your instance, isn’t 
that the one we had relations with? Do you follow me? 

Mr. Gorvon. That is right. But he gets the patent because it has 
been decided —— 

Mr. Fatvey. By the Patent Office. 

Mr. Gorpon. Pardon me? 

Mr. Fatvey. By the Patent Office; isn’t that right? They award 
priority of invention to him rather than to me. 

Senator Lone. You would have a license to an invalid patent in 
that case. 

Mr. Fatvey. We have a license to no patent. 

Mr. Gorpon. Could you say, then, that is a possibility under your 
present system? If you yourself took title right off the bat, would 
you say then, that this kind of a situation would be less likely ? 

Mr. Jounson. The same thing would be true if we claimed title in 
the first instance. 

Captain Frrcn. We have interferences in the Patent Office right 
now where somebody claims they invented this first, and we claim 
we were the inventor and hold the title. The Patent Office resolves 
that against the Government as often as it will resolve it against the 
individual. 

Mr. Gorvon. Suppose you had a law by which the Department of 
Defense takes title, that is anything that is developed with the Depart- 
ment of Defense’s funds, become Government property and all rights 
are vested in the Government, what happens then if someone says: 
“Look, I developed this some time ago” ? 

Mr. Fatvey. Are you talking about an interference—— 

Mr. Gorpon. Yes. 

Mr. Fatvey. (continuing). A formal interference proceeding in 
the U.S. Patent Office? The purpose of that proceeding is to deter- 
mine priority of invention. It is a rather long, involved procedure, 
I am sure you know, and it involves priority of conception, reduction 
to practice, and so forth. But I do not think it would make any 
difference who held title in an interference proceeding. It is a ques- 
tion of first to conceive and first to reduce to practice. 

Mr. Gorvon. But here is the point: if you are a party to this, you 
could say, “Look, all right, we will let you have the patent, but you 
give us the license.” 

Mr. Fatvey. “We” in that sentence is the Department of Defense? 

Mr. Gorpvon. Department of Defense. 

Mr. Fatvey. Yes. 

Mr. Gorvon. But if the rights have been given to somebody else, 
this could be done completely without you, in fact it could be done 
collusively, you could say. 

Mr. Fatvey. Well, if it is done collusively I think that could be 
dealt with separately. 

Mr. Gorvon. Suppose it isn’t done collusively. 

Mr. Fatvey. All right. If it is not done collusively it is on the 
merits. If it is on the merits we do not gain or lose. If it is done 
collusively there could be another approach. 
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Mr. Gorpon. Aren’t you in a better bargaining position, when you 
two are bargaining together? At least you can say: “All right, we 
will give you the patent, give us the nonexclusive license.” 

But when you do not have any rights at all, you are completely out 
of it, the decision is made between those two contractors. 

Mr. Fatvey. I still come back to that distinction there, either it 
is done on the merits or it is not done on the merits. 

If it is not done on the merits it is collusive, and there are laws 
dealing with collusive action. 

As I see it, our position is no different whether we hold title to the 
patent or whether we got a license. If it is decided on the merits we 
get what we are entitled to. If it is done collusively, why, we can 
go after it with a different approach. 

Mr. BannerMan. Mr. Gordon, I am not a patent lawyer, and I 
do not know too much about these things, but it is my understanding 
if there came an interference action between two parties under the 
circumstances you mentioned, that would be fought out in an antag- 
onistic action before the Patent Office, and not between the two 
parties theselves as a side issue. 

Mr. Fatvey. Incidentally, you mentioned ex parte in connection 
with an interference. I do not believe an interference proceeding is 
ex parte. I believe that is an adversary proceeding. 

enator Lone. Mr. Falvey, while we are talking about patent law, 
I think this would be as good a time as any for me to submit this ques- 
tion to you: Who is qualified in this field? Let us take a case where 
a person applies for a patent in this country—— 

r. Fatvery. Yes, sir. 

Senator Lone (continuing). But it is subsequently discovered that 
in England, for example, someone had the idea previously. 

Would his patent be valid? 

Mr. Fatvey. That is going to take a rather long answer, Mr. 
Chairman. 

Senator Lone. Let us just simplify it a little bit more then. 

This can, perhaps, be answered yes or no. Suppose it is discovered 
that not oly had the idea been previously conceived in England 
but the thing had already been developed over there. 

Mr. Fatvey. Or published ; public use or publication. 

Senator Lone. Let us say for the use of their Government. 

Mr. Fatvey. I believe under the patent laws, Mr. Chairman, that 
that would be what is known as a statutory bar to the issuance of 
a patent in the United States, regardless of who applied for the patent. 

Senator Lone. Yes. Butsuppose that was developed by the British 
military, and the American Patent Office did not know that. 

When it subsequently became known that the British military people 
in their armed services in a secret manner had developed this item, 
would the American patent then any longer be valid? 

Mr. Fatvry. Well, let me answer it this way: Under the circum- 
stances as you outline them, it is my understanding that the applicant 
for the patent in the United States was not, in fact, the first inventor. 

Senator Lone. That would be correct. 

Mr. Fatvey. Yes. Then I would say if the patent issued and an 
infringement action were brought on that patent, the defendant could 
cite that British activity to invalidate the U.S. patent. 
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Senator Lone. I would be curious to know if that is the judgment 
of Mr. Johnson over here. Is that your guess, sir? 

Mr. Jounson. If the British proceedings were in secret that would 
not be a cause for invalidation of the American patent. 

Senator Lone. You say, in other words, if England developed this 
item secretly 

Mr. Jounson. There would be no—— 

Senator Lone (continuing). It would be part of their security 
program. 

For example, let us take a jet airplane which, as I understand, Eng- 
land did have ahead of us. Suppose England had this jet airplane 
which they were testing over there during World War II. Then an 
American comes along and develops a jet airplane subsequently. 
Would the American have a valid patent by virtue of the fact that 
England developed this plane secretly ¢ 

Mr. Jounson. If it was impossible to discover, from any informa- 
tion available to the public, the nature of the invention patented—the 
fact that England had developed the idea in England secretly, would 
not be cause for invalidating the American patent. 

Captain Frrcn. Mr. Chairman, the test is the first American inven- 
tor, as long as he invented it. 

If he learned about it in England, he is not an inventor under our 
law. He must be the one who invented it here. 

Senator Lona. Yes. But the point I have in mind, and this I want 
to get straight, is, does an American inventor hold a valid patent when 
he had invented something that has been previously invented, although 
he invented it independently of the foreign source ? 

Captain Frren. Yes, sir. 

Mr. JoHnson. Yes, he does, so long as the foreign development was 
secret. 

Captain Frren. Section 102 of the statute, Mr. Chairman, says that 
in case of an invention in a foreign country it must have been patented 
or published in order to be a statutory bar here. If it was known or 
used in the United States, it is a bar to the U.S. inventor. 

But it might be known and used in a foreign country, but still not 
be a bar to the American inventor who does not even know about this 
foreign use. 

Senator Lone. Is that your impression now, Mr. Falvey ? 

Mr. Fatvey. It may be that I might have been a little bit off base 
there in connection with the foreign publication, use, and so forth. 
But may I ask a question, Mr. Chairman ? 

Senator Lona. Yes. 

Mr. Fatvey. Supposing that that were, that foreign activity, publi- 
eation or whatnot, supposing that were a bar to the patenting in the 
United States. That would not prejudice our position, would it? 

Senator Lone. I was only getting to this point of the validity of a 
number of these patents. 

One of the reasons I touch on this is the fact that in regard to our 
outer space program and our missile program, the testimony before 
our committees has been that the Russians are very far ahead of us. 
We do not know just what they have got. They would not be ahead 
of us if we knew how they were doing it, but I think Mr. Von Braun 
testified before one of the committees up here that he thought they 
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were 3, or perhaps, even 5 years ahead of us right now in this missile 
business. 

If that would be true then I would assume that our patents over 
here in the missile field and the rocket field would be valid for the 
most part, only by virtue of the fact that the Russians keep it secret 
from us. 

Mr. Fatvey. I think, Mr. Chairman, if I may make an observation, 
in the Department of Defense we are much more interested in the ef- 
fectiveness, reliability and performance of our weapons than we are 
in our patents. They are kind of a secondary consideration; at least 
that is the view I take. 

Senator Lone. Yes, I agree with that, too. But if people are going 
to pay for patents, and if we are going to pay very big prices for them, 
and if the public is going to pay for the use of these patents, it would 
be desirable to know if these patents are valid under the law. That 
is why I was curious to know whether the fact that the Russians may 
have developed something first that we do not have, whether the 
American who invents the same things that the Russians have already 
invented has a valid American patent on it. 

Mr. Fatvey. Well, there apparently is a little shade of difference 
here between myself and these other experts. Maybe I am not as up 
to date on my patent law as I might be. 

Senator Lone. If there is a difference of opinion, let us try to put it 
on therecord. Here is what I want to know: 

Assuming that the Russians have previously invented in their mis- 
sile program many of the same things that we are presently inventing, 
is the American patent valid by virtue of the fact that we do not know 
what they invented over there? 

Captain Frren. Yes, sir. 

Mr. Jounson. Yes, sir. 

Captain Frren. Perfectly valid. That happens all the time. 

Senator Lone. Would that be your guess on it, Mr. Falvey? 

Mr. Fatvey. I will defer to these men on that question, Mr. 
Chairman. 

Senator Lone. Is that your view, Mr. Johnson ? 

Mr. Jounson. Perfectly valid. 

Senator Lone. In other words, the fact that it has not been pub- 
lished here and not known here makes the American the first American 
inventor, and the fact that the knowledge is not generally known out- 
side Russia would mean that this patent would be valid in America? 

Mr. Jounson. In this, if it is secret in Russia, and an American 
invents an identical object in the United States, his patent in America 
would be valid. 

Mr. Fatvey. It looks as though I am somewhat overruled by my 
associates. 

Senator Lone. There is one other problem that occurs tome. How 
about the situation where Britain develops something secretly, takes 
patent to it. She does have an agreement with us for the international 
recognition of patents, does she not ? 

Captain Frrou. Yes, sir. 

Senator Lone. Where do we stand in this country with regard to an 
item which Britain has patented, and on which an American also has 
a valid patent ? 
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Captain Frrcn. What do you mean, “Where do we stand?” Mr. 
Chairman? We have a valid patent, and so can they in England, sir. 

Senator Lone. Don’t we have an agreement with them that we 
will pay royalties on their patents ? ‘ 

Captain Frrcn. No, sir. We exchange, where the United States 
and the United Kingdom own or have licenses, we exchange patent 
rights. 

Benator Lona. Is that correct then? This Government then owns 
any patent rights that would exist on something developed in Eng- 
land; is that correct ? 

Captain Frron. As long as the United Kingdom Government owns 
or has a right to use, yes. 

Senator Lone. Suppose it is an Englishman who has it, an English 
firm ? 

Captain Frron. The English Government would probably have to 
pay on that, and we would, too, sir, if it is a privately owned patent. 

enator Lone. Would we have to pay both inventors, both theirs 
and ours ? 

Captain Frrcn. Oh, no, sir; not for use here; and, further, we have 
a provision that if we employ the United States invention in a ship 
or aircraft in England we do not infringe the English patent. 

Mr. Fatvey. Mr. Chairman, for instance a U.S. patent is the only 
thing, under ordinary circumstances, unless there is something most 
unusual, only a U.S. patent would have any effect in the United States. 
A British patent would not be anything to deter me or you from 
producing anything in the United States that went smack into it. It 
would have no extraterritorial effect. 

Senator Lone. Do I understand that problem only exists when our 
part goes to England? 

Captain Frron. Yes, sir. When you go into the territory of the 
country where they have a patent, that is when you get the problem 
of possible infringement, and that is why our British-United States 
bilateral interchange of patent rights agreement, we can go to Eng- 
land and use their patented article without paying a royalty, and they 
can come here and do the same. 

Senator Lona. So then am I correct, is the practical effect that any 
time something has been invented in England, we can use it over 
here without paying a patent or license fee or do we owe a fee to the 
English inventor to use in this country ? 

Captain Firen. No. sir; not a thing. The only time the English 
inventor can have a claim against us here would be to have a U.S. 
patent. 

Senator Lone. He could come in and apply for one here? 

Captain Frren. Yes, sir. 

Mr. Fatvey. Yes, sir; and, by the same token, a U.S. inventor can 
apply for patents in any country in the world which has a patent 
system. 

Senator Lone. That makes it quite clear to me. 

I would like to ask you if our patent system does not in some respects 
encourage a firm to keep unto itself information which would lead to 
patents, at least until that firm can actually make the patent application 
and develop its device? 

Mr. Fatvey. In commercial practice, Mr. Chairman ? 

Senator Lone. Yes. 
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Mr. Fatvry. I have known of instances where, let us say, on a 
machine patent as distinguished from an article patent—do you follow 
me ? 

Senator Lone. Yes. 

Mr. Fatvey. A machine for accomplishing something, a process in 
a manufacturing establishment, some concerns say there is no point in 
applying for a patent on it because they would just tell all their com- 
eae how to build this machine, so they do not bother to patent it, 

cause a patent is open to the world. You do not have to do any- 
thing, but just go in there and pay a quarter and pull out the patent 
and look at it. 

Senator Lone. Have you also known of instances where a company 
is developing something and keeping as a trade secret technical data, 
until they were in position to develop their product and patent it in 
order to protect themselves ? 

Mr. Fatvey. I think there are instances of that, Mr. Chairman, on 
the theory or because of the fact that there is often quite a delay from 
the time of filing a patent application to the full grant or issuance of 
the patent by the U.S. Patent Office. It might be 2 years—I guess 
there was one case where a patent has been tied up in the office for 
something like 22 years. 

Senator Lone. Yes. 

It seems to me that when inventors discover a solution to a particu- 
lar problem, they would try to guard that information very zealously 
until they had developed their device to the point where they were 
in a position to apply for a patent. If they did not do that someone 
else would try to louie it and get a patent on it. Failure to keep 
the information to themselves would result in someone else being able 
to take that information, beat them to it, and get a patent on it first. 

Mr. Bannerman. Mr. Chairman, there are many trade secrets in 
industry that are never patented, but they are kept secret. 

Senator Lone. Yes, because it gives a corporation a competitive 
advantage over another one. 

Mr. BannermMAN. That is correct. 

Senator Lone. With regard to both the trade secrets which a 
corporation may have, and information that may lead toward the 
development of products, does not the keeping of that information to 
one’s self tend to delay the day when the product would be developed ? 

Mr. Fatvey. Was that addressed to me, sir ? 

Mr. BaNNERMAN. That is making your trade secret not very valu- 
able. Trade secrets are useful only as they are used. 

Senator Lone. I would like to have a direct answer to that question. 
Does not the keeping to one’s self of trade secrets and of information 
which could lead to patents tend to delay the development of a 
product ? 

Mr. Fatvey. I want to make sure I understand the question before I 
attempt to answer it. That is, the withholding of trade secrets tend 
to defer the introduction of the product ? 

Senator Lone. Delay the introduction of the product. 

Mr. Fatvey. I think that follows naturally. 

Senator Lone. Pardon me? 

Mr. Fatvey. I think it follows as a logical consequence of with- 
holding or sequestering or whatever you want to call it, the trade 
secret. 
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Senator Lone. It seems to me the answer is self-evident. It has to 
be “Yes.” 

Mr. Fatvey. That is what I am saying or what I am trying to say. 

Senator Lone. A previous general manager of the Atomic Energy 
Commission who was once a very good corporation executive, ex- 
plained the secrecy problem to me in this fashion. He said: “The 
more minds that you let work on a problem the quicker you are going 
to find the answer.” Would you say that that is correct? 

Mr. Fatvey. That is a pretty broad question. In some situations, 
yes. The more talent you apply to a problem, probably the sooner 
you will come up with a solution, and the more effective the solution 
will be. 

On the other hand, you can encounter the situation where you have 
too many cooks apetiing the broth, and nobody gets anything done. 
Do you follow me? 

Senator Lone. Yes. But assuming that no one man is getting in 
the other man’s way, the more people who put their minds to work 
on a problem, the more likely you are to find an answer to it. 

Mr. Fatvey. Assuming they are capable people, and you put a task 
force in there as distinguished from one or two men, I think it is 
obvious that you will come up with the answer sooner, the solution 
to the problem sooner, when you have got more talent working on the 
problem. 

Senator Lone. That is the point that a very able corporation ex- 
ecutive, who was at that time in the Government, made to me in dis- 
cussing the secrecy problem. As a member of the Atomic Energy 
Commission, he did not feel that they should keep anything secret 
that does not absolutely have to be kept secret, because when you are 
trying to find answers to problems you are going to find them quicker 
if you let more scientists and more engineers know about them. 

Some fellow not even on your payroll might be the fellow who 
might find the answer for you. Does that make good sense to you? 

Mr. Fatvey. I do not think I would go that far. I understood your 
previous question to mean a task force assigned to the solution of a 
problem. That would be putting a staff on the problem to come up 
with a solution rather than just one or two people. 

Senator Lone. Well, let us consider an extreme case. Suppose it 
were generally known to all scientists and engineers in this country 
what our greatest single technical problem was in mastering this outer 
space missile. Any scientist could think about it, in addition to those 
who were employed to work on it. Would it seem to you that there 
would be a stronger possibility, that we would find the answer quicker, 
than we would by having a limited number of people know what the 
problem is, as well as knowing what the different proposed methods of 
trying to find the answers were ? 

Mr. Fatvsy. Are you suggesting, perhaps, that necessity is the 
mother of invention ? 

Senator Lone. What I am saying is a very simple thing. It is just 
as simple as saying that two heads are better than one when it comes 
to trying to find an answer. 

Mr. Fatvey. If they are two good heads; yes, sir. 

Senator Lone. It seems to me that to a considerable degree, our 
trade secrets, together with the withholding of information which 











310 PATENT POLICIES OF THE FEDERAL GOVERNMENT—1959 


could lead to patents, tend to delay in many instances—probably most 
instances—the development of a new commodity. 

I am not talking about the incentive part of it. I am just talking 
about the technical part of it. 

Captain Frren. Of course, Mr. Chairman, the inventor has the in- 
centive of making a patent application because he who applies last is 
at a terrific disadvantage in comparison to one who applies first. 

So this is also sometimes a race to get to the Patent Office, so he has 
a real incentive to get there. 

Senator Lone. But once a person thinks he has an idea about how 
something can be achieved, the fact that he is keeping that to him- 
self means that it will probably be achieved at a later date than it 
would if he made the idea generally known. 

Mr. Faxvey. I do not think there is any question about that, Mr. 
Chairman. 

Senator Lone. That is my thought on it. 

What I am getting to in this respect is just this fact: I am curious 
to know whether among those es on the development of prod- 
ucts, on our Government contracts, the technical and scientific know]- 
edge that these different contractors are developing becomes known to 
the others. 

Mr. Fatvey. My belief is—I believe Mr. Bannerman commented on 
that, and if it is satisfactory with you, I would like to refer it to him. 

Mr. BannerMan. Well, just repeating the comment, Mr. Chairman, 
the Government supervises rather closely all of these major develop- 
ments that are going on. 

The Government knows or is in position to know certainly what 
steps are being taken, what procedures are being evolved, and what 
data they are coming up with. 

The Government can, and very frequently thereafter does, make this 
data, this information, available to other contractors who have com- 
yarable problems working for the Government. It goes on right along. 

tis a matter of Government administration of the data. 

aoe Lone. You try to make that available as rapidly as you 
can 

Mr. Bannerman. We would be stupid to pay twice for the same 
development. 

Senator Lonc. How do you overcome the selfish motive of an indi- 
vidual that by keeping a trade secret or an idea to himself he may be 
able to get the patent on it ? 

Mr. BaNnNERMAN. One answer to that one, Mr. Chairman, is simply 
this: That our policy of taking a license rather than a patent right 
encourages him to go ahead, because he retains the commercial value, 
whatever it may be, and gives us only that which we need, so that it 
would not be the incentive to hold the thing to himself. 

Senator Lone. That is when he has the patent; but I am talking 
about the situation prior to the time he has the patent. He comes up 
with the idea that this might do it, this just might work. 

Mr. BANNERMAN. But if he tells us S has not given anything away, 
he has not given his commercial rights away because we are not going 
to take them in any event. 

Senator Lone. Yes. Let us assume that a number of corporations 
would like to have this knowledge, and would like to know it for their 
own commercial advantage. 
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Now, the moment that his competitor finds it out, his competitor just 
might beat him to developing it. The point I have in mind is how do 
you overcome the fact that it is to his advantage commercially and 
economically to keep this to himself until he has actually had a chance 
to develop this thing far enough to patent it / 

Mr. Fatvey. May I make an observation on that, Mr. Chairman ? 

Senator Lone. How do you overcome that is what I want to know. 

Mr. Fatvery. I assume in that state of facts we have a scientist or 
engineer in the employ of a contractor, a Government contractor, is 
that the situation? Do I understand that fact ? 

Senator Lone. Yes. 

Mr. Fatvey. The contractor is interested 

Senator Lone. I am thinking about the contractor himself. In 
other words, here is an idea, and there is no protection for the idea. 

Mr. Fatvey. That is right. 

Senator Lone. The moment you tell it it is gone. 

Mr. Fatvey. That is right. 

Senator Lone. So the man has got the idea, and the idea is logical, 
and the probabilities are that it will work—how do you overcome the 
fact. that it is to the commercial and financial advantage of the con- 
tractor to keep this idea secret until he has gotten it far enough ad- 
vanced so that he can patent it, that is, patent the product that de- 
velops, from the idea. 

Mr. Fatvry. Well, he could, the inventor could go ahead and file 
for a patent on it the day the idea popped into his head. 

Senator Lona. It is my impression, and I think this is right, that 
you cannot file a patent on an idea. 

Mr. Fatvey. Not an idea. 

Senator Lone. You have to reduce that idea to something concrete ; 
is that correct? It has got to be reduced to some device or it has got 
to be reduced to a drawing of a device that could be produced. It 
cannot be just an idea. 

Mr. Fatvry. Not necessarily a drawing. For instance, there are 
chemical patents that do not have drawings. 

Senator Lone. It is a description of a product ? 

Mr. Fatvey. That is right. 

Senator Lona. Either a drawing or writing. 

1 think that the Captain here wanted to comment on it. 

Captain Frren. I think, Mr. Chairman, what you were getting to, 
if a company doing one of our contracts, doing research work, comes 
up with an idea, now, if it is in one of their engineer’s mind, and he 
tells noobdy, of course no one else would ever know it. But if it 
gets known in that research team for a big company, we have our 
own supervisors, all the military departments who are in there watch- 
ing the work of this company. We get periodical reports from them, 
progress reports. 

Our technical people in the Navy, and our bureaus are aware of 
everything they are doing, and the minute that they come up with an 
idea that is new and different, this goes around like a fire alarm if it 
is really good. So that they would have a difficult time hiding from 
us the developments that are coming up. 

Senator Lone. How does it get from one contractor to the other? 
Do your inspectors undertake to transmit this idea quickly to the 
other fellow ? 
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Captain Frrcn. It comes back in the Navy to the bureau which, 
the technical bureau which, supervises that contract, and by exchange 
of information of those technical people, one program to another, 
they can then pass it back to where they think it is best needed. 

Senator Lone. There is another problem that occurs to me. <A by- 
product of our research and development contracts will be a vast 
amount of commercially usable patents which, you say, the Depart- 
ment of Defense does not need. But the consumers of this country 
who are paying the taxes which are supporting this Government, are 
also taxpayers. What I am curious to know 1s, Why should not the 
Government, when it pays to develop an invention, protect the con- 
sumer who paid for it, from paying for it a second time? 

Mr. Fanvey. I believe that is an interesting question, Mr. Chair- 
man. Mr. Bannerman would like to answer that. 

Mr. Bannerman. Mr. Chairman, that gets down to simple eco- 
nomics, I think. 

The fact of the matter is in our contracting over the wide area of 
research and development, we do not. pay for title. 

If we were to have as a policy the taking of title under our research 
and development contracts, I think, as Mr. Falvey has already said, 
there would be many contractors, under many circumstances, who 
would not do business with us on any such basis as that. 

There would be other circumstances where we would have to pay 
more money to buy the additional thing; namely, title. 

So that if we are going to adopt that policy, we are going to pay 
the additional. If we do not adopt that policy and do not pay the 
additional, then obviously the consumer—we have not bought any- 
thing that the consumer is entitled to. There is not any duplication. 

Senator Lone. It seems to me that considering the development of 
all these new airplanes and missiles and all the equipment that goes 
into them and is related to them—considering the fantastic amount of 
research required—my guess is that your Department spent $6 billion 
. your for research and development. Would that be a reasonable 

gure ! 

“Mr. Bannerman. I think if you add in all of the development 
work that goes on in conjunction with all our production contracts 
you would probably get to a figure not too far from that. 

Senator Lone. After paying for all this development and helping 
somebody to develop new products and find patentable information, 
we are providing tremendous pay, and a tremendous dollar incentive. 

What I hove honk about health research is that the only way you 
can lose your money on it is to spend it in small amounts, because if 
you spend it in large amounts you may not find what you are looking 
for, but you will find something else that may be even more valuable. 

It would seem to me as though the same thing would be true to 
a considerable extent with this money. I just cannot see why, in 
spending it, you should not pay a little bit extra, if need be. But 
I seriously doubt that you would pay anything extra to get these 
patent rights, so that the public, as a whole would, and cout enjoy 


the fruits of Government-financed research without paying for them 
a second time as consumers. 
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Mr. Bannerman. Mr. Chairman, in our work we do business, 
research and development business, with practically all of the signifi- 
cant research and development laboratories that exist in industry. 

These laboratories in manufacturing establishments are in business 
to create products for that manufacturing establishment. They have 
no other initial reason for existence. They are not for hire to the 
competitors of those people. 

They are not in research for research sake; they are in business 
to create products, to get a production line payoff, to create or Improve 
products, to get something that can be sold on the market. 

Now, we move in on such companies as those, and ask them to 
devote a certain amount of their research talent and time and, pre- 
sumably, their best people, to the work that we want done. 

We are asking them to do something that they do not normally do. 
We take from them everything that we need to get on with our work. 
We do not buy those things that may be useful to them in their 
commercial work. 

If we do not leave any possibility of a production line payoff for 
the work they do, there is certainly—I do not want to overstate it— 
but there are certainly a number of these companies which are going 
to say, “We are simply not interested in that kind of business.” They 
have told us so. 

There are others who will say, “All right, if you are going to take 
away from us one of our principal incentives for doing this work, 
you are going to have to pay more for it,” and we pay more for it. 

There are undoubtedly others who, as you pointed out, would be 
compelled, perhaps through sheer economic necessity, to take our 
work on any basis that we want to put it up to them. 

Senator Lone. Now, let me just ask you this question: If you have 
a company that is doing a hundred percent business with the Gov- 
ernment—let us take one like the Aerojet-General Corp. which we 
heard the other day, which does 100 percent of its business with the 
Government, and which has increased in value 40,000 times in the 
last 17 years. Do you think there is any doubt whatever that if you 
insisted that the Government would have the patent rights on a thing 
that they developed under contracts with you, they would take that 
contract ¢ 

Mr. Bannerman. Well, I do not think there is much question but 
what in a company that is 100-percent governmental that we have 
got the bargaining power to insist upon almost any policy we want 
to impose upon them. But we have felt that we should not use this 
bargaining power to treat a company of that sort differently than 
we do generally. 

Senator Lone. Do you really think it would be unreasonable and 
unfair to ask for those rights for the benefit of the public, in general, 
if these people have made on a $7,500 investment, $300 million ? 

Mr. BANNERMAN. Well, it is a question of whether we have any 
need for it or not, Mr. Chairman. 

Senator Lona. You see, you are saying “we” and you are speaking 
only for the Department of Defense. But you are also a Government 
employee; you are being paid by the taxpayers, in general, as part 
of the U.S. Government. The American public, the 170 million people 
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who are paying all of this—I am one of the taxpayers, and so are 
you—should not be required to pay two fees, one, a fee for the expen- 
ditures of the Department of Defense, and then a second fee in the 
form of higher prices for that which was developed on their money, 
and which they paid for to begin with. 

Mr. BANNERMAN. Let us talk about Aerojet-General for a minute 
since they seem to be the example. 

Our policy has not changed any even before there was a Depart- 
ment of Defense; back in the days when the individual military de- 
partments had the same policy during the last war. 

Aerojet-General has been doing business almost exclusively with 
the Government all that time, and you say, and I think it is correct 
as far as I know, that they are still doing 100 percent of their business 
with the U.S. Government. 

Senator Lone. 99 percent last year. 

Mr. BANNERMAN. I would say that so far the commercial value of 
their patents does not apparently—has not apparently paid off very 
much. There just have not been any. 

Senator Lone. Even so, somewhere down the line it might be very 
valuable. 

Mr. BANNERMAN. It is always conceivable; it is conjectural. 

Senator Lone. What is that ? 

Mr. Bannerman. I say it is conjectural as to how it is likely to 
come out. You never know when you make the contract. 

Senator Lone. But it would stand to reason if you look at all of 
them that these patent rights would be very valuable, otherwise why 
would they insist on them ¢ 

Take a company like Lockheed, with $400 million a year in re- 
search—$400 million a year with Government business. 

Mr. Bannerman. Much of that is production business rather than 
research and development. 

Senator Lone. And on which they are making a sure profit, I be- 
lieve. Aren’t they operating, for the most part, on a cost-plus-fixed- 
fee / 

Mr. Bannerman. Are you talking now about Lockheed ? 

Senator Lone. Yes. 

Mr. Bannerman. I think the bulk of their production business is 
not cost-plus-fixed-fee ; their research and development business would 
be almost exclusively that. However, I think it is safe to say we 
would all agree they have not been losing money. 

Senator Lone. And they know enough about their business so that 
they should be able to make a profit on what they are producing. With 
45 percent of their business being with the Government, and having 
a very large research and development program which, according to 
some of their public declarations in the press is fundamental to the 
success and profitable position of their company, would it not stand 
to reason that if you just asked them at the time when they were try- 
ing to get these contracts : “Well, now, in competing with others, would 
you be willing to let the Government have the patent rights?”, And 
the odds are that almost all of them would let you have it in order to 
get the contract. 

Mr. Bannerman. Well, when you start talking about Lockheed you 
are getting over at least into a more questionable area. You are now 
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talking about a company that does a substantial amount of commercial 
business. 

There are many others with whom we have very large research and 
development contracts who do very much larger commercial business, 
and I think the question of how we place our contracts with those 
companies is, in part at least, a question of what types of incentives 
do you want to provide. 

Suppose, for instance, we did have across the board policy of ee 
title to patents. We certainly donot recommend it. I think you woul 
be in the position of having a company doing a substantial amount 
of commercial business with an incentive not to devote their best 
ideas to Government work or even their best talent. 

They would devote their best talents presumably to those places 
where they are likely to produce the best payoff, and in most cases 
it would be that work which is ultimately going to hit their production 
lines. 

If we take title to patents, to the commercial use of the patents, they 
are, at least, losing one possibility of a production line payotf, and 
I think if they have good ideas, which is the reason we select them in 
the first place, there would be some question as to the extent to which 
these good ideas would be devoted to our work. I think there is no 
question but what such a policy would tend to degrade, would provide 
incentives for degrading, the quality of military developmental work. 

Senator Lone. I have heard this statement made several times. One 
of the witnesses who made it yesterday, I believe, was Mr. Johnson 
who was advocating a policy along the lines you describe. Not only 
did he say it but also witnesses on behalf of some of the larger 
corporations. 

They said that big businesses do not require patents, and do not 
necessarily need them. They said that big businesses have such eco- 
nomic strength, and they have so much know-how that they are going 
to get ahead and sell their products, even if they do not have any 
patents. 


Mr. Bannerman. They certainly are not hurt any by having the 
patent. 

Senator Lone. Mr. Johnson of NASA told me the same thing after 
the hearing was over yesterday. An executive of Aero-Jet, also stated 
that as far as the big firms are concerned, they do not require patents 
in order to manufacture and sell their products at a profit; that their 
know-how, their economic strength, and the talent that they possess 
make it possible for them to do that’ even if they have no patents. 

Mr. Bannerman. I think in this field, which is a very complicated 
one, as you know, that all generalities are likely to be troublesome, and 
I think that one is also. I think we would agree that a patent is likely 
to have far greater value to small business firms than to the large, and 
our policy of leaving commercial title, if you will, to our patents with 
ons contractors is probably more valuable to small business than it is 
to large. 

Certainly we have seen many companies who, through this reason, 
have prospered who otherwise might not have prospered. The pro- 
tection the patents give them in their commercial work is certainly 
quite Tianhe 

Mr. Gorvon. You stated before that the Aero-Jet Co. does not really 
derive very many commercial benefits from its patents. 
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Mr. BannerMAN. Well, I deduced that, Mr. Gordon, simply from 
the fact that they are still selling a hundred percent to the Government. 

Senator Lone. 99 percent. 

Mr. BANNERMAN. 99 percent. 

Mr. Gorvon. I think Aero-Jet stated that also. 

Mr. Bannerman. I do not know anything about it other than that. 

Mr. Gorpon. It is a phenomenal growth, wouldn’t you say? 
Wouldn’t you also say that the phenomenal growth of the Aero-Jet Co. 
is an indication that it is doing very well even without patents? 

Mr. BannerMAN. I think that the phenomenal growth of Aero-Jet 
is one of these fortuitous things that happens to a company sometimes. 

It was in the right place at the right time. They developed during 
the war, as I recall it, this jet-assisted takeoff device that became pretty 
apenas to the military departments during the war, and from their 
techniques and knowledge and from the fact that this type of tech- 
nology happened to become important in the missile business, they be- 
came celal indeed. I think that is what happened. 

Mr. Gorvon. Would you say that this unusual growth was achieved 
as a result of research and development contracts with the Govern- 
ment? Consequently, this example shows the great advantages just 
from taking a research and development contract. 

Mr. Bannerman. Well, again, let us watch out for generalities. It 
shows the advantage of Aero-Jet taking these contracts, doing a good 
job in a field where it turned out there was going to be great demand, 
to that I would agree with you. 

Mr. Gorvon. How do you explain that the AEC, which has a policy 
quite different from yours, has no trouble placing research and develop- 
ment contracts? 

Mr. BANNERMAN. Well, we had a hearing on much the same problem 
last week, and that same question arose, and our answer to that is this: 
That the AEC problem and the Department of Defense problem are 
quite different. 

The bulk of the AEC research and development work is done 
for AEC in a few very large Government-owned facilities, very 
expensive Government-owned facilities that they have built and then 
had staffed for them by contractors so that the research and develop- 
ment staffs in these facilities are working 100 percent on Government 
work. 

It seems to me that this provides a somewhat different type of. 
situation than we have where we are going into existing commercial 
staffs and asking them to sidetrack some of their commercial work 
to take on work for us. 

This may very well lead to different conclusions, and also I think 
there are basic differences in the type of subject matter we are deal- 
ing. with. 

enator Lone. Let me ask one question about that. 

On this committee from time to time I have pressed in favor of 
split bidding for military transport work. Captain Fitch, I do not 
know whether you have any familiarity with this or not; but, gen- 
erally speaking, in repairing and overhauling ships about 70 percent 
of the cost of it would be work that could be done without putting 
the ship in a drydock, and about 30 percent of the cost of it woul 
be work that could be performed only by putting the ship in a dry- 
dock. You understand the problem, do you not, Captain? 
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Captain Firen. Yes. 

Senator Lone. I was always trying to get the drydocks people to 
split their bid, to tell you how much they do or are going to ¢ -~- 
for the bottom work and how much they charge for the top work. 
When you required split bidding, the topside work, that is, the work 
that. could be done while the ship was sitting in the water alongside 
of the dock or while it was lying outside of the dock at anchor, 
would cost far less to get done for the Government because all these 
little individual shops could bid on that and they could go in there 
and do it, and they would bring the costs far down. 

But, on the other hand, if you do not require them to split the 
bid, you usually wind up paying a great amount more for a dry- 
dock to do that work, because since only a few concerns own dry- 
docks, and it would cost a great amount to move the ship from a 
place where there might be only one drydock to some other place, 
the drydock would charge a price that would be as much to their 
advantage as possible, and it would cost a lot more to get it that 
way. 

iow, are you familiar with that practice of requiring them to 
split the bid, Captain ? 

Captain Frrcn. I never heard of that, Mr. Chairman. 

Mr. BANNERMAN. I have heard of that, Mr. Chairman. I came in 
with the Bureau of Ships, and I am familiar with the practice. 

Senator Lone. Don’t you believe that by bringing in more competi- 
tion you save a very substantial amount of money ? 

Mr. Bannerman. In certain areas that was certainly true. I know 
some of those cases arose up in the New York port area, with a very, 
ne oan number of drydocks, and it was advantageous to split 
the bids. 

Senator Lone It is possible to achieve tremendous savings when 
letting a large number of people bid on something. By permitting 
patents resulting from Government-financed research to go to special 
individuals, giving them monopolies: are we not leaving the American 
consumers in the situation where they are going to be required to pay 
a great amount for lack of effective competition in the commercial 
market ? 

Mr. BannerMANn. I think your comment goes right to the heart 
of the patent system, Mr. Chairman. I think the same is true whenever 
you issue a patent. You are probably making it possible to eliminate 
competition for a period of time. 

Whether this is good or bad is a matter of opinion. I certainly 
think that this committee is entitled to look into it and come to 
whatever conclusions it wants. 

The other side of that same coin, of course, is that if you do 
allow title to remain in contractors or do, in the case where the Govern- 
ment is not involved, grant patents in the first instance, you encourage 
the devotion of large sums of money to the improvement of these 
developments to the making of the things suitable for commercial 
use, and for the exploitation and marketing of them. 

Now, which motivation overbalances the other, I think, differs 
case by case. There is not any question about it. 

Senator Lone. We have had some testimony with which I am 
inclined to agree that our patent system was designed originally to 
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encourage someone to develop something but not at Government 
expense. 

He would make money from his patents, and would receive royalty 
and license fees which would pay him and encourage him to develop 
something by giving him a patent monopoly 

But in recent years we have undertaken, particularly in your 
Department, to spend billions of dollars to pay people to develop 
these ideas, and these new devices. Sixty percent of all industrial 
research is paid for by the Government, by the public. Now, when 
we pay a firm to develop something it does not seem to me, that we 
should have to reward it with patent monopolies that you would give 
them if they were paying for it themselves. The hidden tax that would 
result from the exclusive commercial use of these patents for which we 
are paying billions of dollars may well turn out to cost the consuming 
public a lot more than this $6 billion a year you are spending in 
research and development. 

Mr. Bannerman. Mr. Chairman, I would like to make two com- 
ments with respect to your question. 

One is that out of this money that we are paying we are not paying 
for patent title. Part of the bargain, the package that we buy, is a 
patent license, but not patent title. 

It would be a different package if we were to buy patent title, and 
undoubtedly in many cases it would be a more expensive package. 
So much for that one. 

The second point I would like to make is that patents that are 
reduced to practice in conjunction with our contracts are not full- 
blown ready for commercial use. 

Many of these patents require vast sums of additional expenditures 
to make them suitable for any commercial product or to make any 
commercial product using them suitable for marketing, and additional 
moneys are very frequently, if not normally, required to cultivate and 
exploit those patents. 

The question is what kind of an incentive do you want to make to 
have that work done? 

There certainly is plenty of evidence that in some cases where the 
incentive of a patent is not there, it does not get done The public 
simply never gets the product. The inventive process stops right there. 

Senator Lone. Well, the probabilities are in these cases, though, 
that the public will get the product, perhaps a little bit later, perhaps 
even sooner, but the probabilities are that the public would get the 
product anyway at a much lesser cost. 

Captain Frron. Mr. Chairman, this is a subject that I believe the 
Commissioner of Patents mentioned yesterday, that the study group 14 
was supposed to find out through this research effort, to get the facts. 
Are any of these patents being exploited, and then put on the Ameri- 
can market at increased costs? I think these are the questions that 
need to be answered before we would know. 

Senator Lone. Now, the patents, while they allegedly provide 
incentive, also do a lot more than that. They also make it possible 
for the person who holds the patent to deny this to the public and to 
make the public pay a much higher price for it. That is funda- 
mental to that system. That certainly is correct, is it not 

Mr. BANNERMAN. We are describing the patent system. I think 
what you say is accurate. 
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Senator Lone. Yes. 

Mr. Fatvey. Isn’t this a fact, Mr. Chairman, that the holder of a 
patent has a choice of excluding others from the production of the 
device or having some royalty revenue? He has got two choices. 

Senator Lone. Yes. , 

Here is the thought that occurs to me. If I were—and I believe 
that if any person at this table with you, Mr. Falvey, were—drawing 
up a contract to protect the stockholders of any corporation in 
America, that I would draw that contract so that my scientists and 
engineers would turn over to me everything they developed while they 
were working for me, and that my stockholders would have the bene- 
fit of all the money that was made from those patents. Above all, 
I would see that those stockholders would not have to pay a very 
high price to get the benefit of the very things that we developed under 
the terms of that contract, that is, pay a second time to get what we 
developed under the terms of that contract. 

Practically every corporation in America does it that way. That 
is the way you would advise your board of directors to do it. That is 
how the contract you would propose would be drawn up in represent- 
ing your stockholders. I would expect any business on earth to fire 
me as a lawyer if I drew up a contract that said we would not have 
the benefits of developments or ideas of our employees in our plant 
from which we can make a big profit. 

Now, here we have 170 million American people, stockholders in 
this country, and here are contracts being drawn for which our people 
are paying $6 billion a year. In addition they are going to have to 
pay a second time a lot more than that $6 billion to get the benefit of 
the very thing they are developing with their money. 

It seems to me we ought to get it for the American people who 
pay for it under those contracts. Even if it costs a few more dollars, 
it would be a small part of the social costs resulting from the granting 
of monopoly rights and the resulting higher prices resulting from 
these monopolies. 

Mr. Fatvey. Mr. Chairman, Mr. Bannerman’s comment on that 
was that we in the Department of Defense buy what we need. If we 
were to pay some extra amount of money to get title, as distinguished 
from a license, the speculative value of the patent to which we get 
title—let me put it another way: It is speculative as to what the 
commercial value might be. We might have to pay something extra 
for something we would not know how to evaluate. 

Senator Lone. My guess is that if, when you asked for bids on 
any research and development contracts, you included the question: 
Will you agree to turn over the patent rights resulting from the 
research, to the U.S. Government, and if the policy was that, all 
things being equal, you were going to prefer the fellow who would 
give the Government the benefit of those patent rights, it would not 
cost you an extra 5 cents—not on your big contracts. 

Now, it may be that in certain cases you may have some difficulty. 

Suppose you wanted Standard Oil to develop a new fuel. Since 
they are spending a lot of their own money on it already, they might 
say, “No, we are not interested on that basis.” In that particular 
case, since only a very small percentage of the money would be coming 
from the Government, you could legitimately say: “Well, all right, 
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that being the case it would be worth waiving patent rights.” The 
petroleum industry itself, we must remember, supplies 96 percent of 
its research and development funds. If a patent policy is admin- 
istered with intelligence and flexibility, the Government, I would 
estimate, could get the patent rights on perhaps 90 percent of what 
you are developing, without any additional dollar costs. 

Mr. BannerMan. Mr. Chairman, the bulk of our research and de- 
velopment work, as I said before, is done under those cost reimburse- 
ment types of contract under which we reimburse costs, sometimes 
sharing costs, but usually reimbursing costs with a slight override or 
fee. 

This work is done, it is our policy to do this work, in those labo- 
ratories or research facilities which, in our best judgment, are the 
most advanced or highest qualified technically in the field or tech- 
nology in which the particular project exists. 

The reason for this is twofold: First, if we use the most advanced 
research laboratory that there is in the field in which we are dealing, 
we are likely to get our research done for us faster than if we would 
go to somebody who had to repeat work that had already been done 
by a more advanced laboratory. 

Secondly, it being a cost reimbursement type of arrangement, we 
are likely to get it done cheaper that way, so that it is not any answer 
to say that if we went out competitively for our research and develop- 
ment work we might find someone—and I think I would agree that 
we might in many instances find someone—who would agree to do 
the work and, at the same time, give us title to any inventions which 
might ensue. 

This would render it impossible for us to use many of the best 
qualified laboratories in the country, and certainly would frequently 
require us to go to somebody who was not as advanced as others. 

We feel that in view of the tremendous volume of our work which 
you have already commented on, that we need to use all of the good 
laboratories for those things for which they are best suited, and there 
is not any question but what many of these laboratories that are in 
commercial work simply would not take our work on that basis. 

Senator Lone. Well, you understand what I was suggesting. My 
guess is if you took the patent rights away you could get them from 
equally qualified contractors, that you would get most of your patent 
rights without any additional costs. 

Mr. BannerMan. Mr. Chairman, another thing I would say that 
such a policy would be rather unfair to small business. There is not 
any question but what on the average your small business firms would 
be under more economic pressure to give us these patent rights than 
some of the larger firms and, on the other hand, as you know, the patent 
rights probably are more valuable to them than they would be to the 
larger firms, so we would be trading on our 





Senator Lone. Let me say this: For every small business that is 
helped by having patent rights, there are a score of other small ones 
who either cannot gain entry into a industry or who are hurt because 
of the patent advantages another firm may have. 

Mr. BANNERMAN. Well, that gets back, of course, to the question, 
Do you want to encourage inventiveness or do you 
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Senator Lone. You only encouraged them by about $6 or $7 billion 
a year. Nobody ever did that before. That is quite an encouragement. 
Isn’t $6 billion quite an encouragement ? 

Mr. BanNERMAN. There is not any question about it, and we think 
that encouragement is augmented by the policy which we follow of 
taking that which we need and leaving the fruits, the commercial fruits 
of the invention to the inventor. There is no question but what it is 
an encouragement. 

Senator Lone. You can foresee the possibility though that the Amer- 
ican people who are paying all the taxes for this will have to pay a 
second time ? 

Mr. BanNERMAN. Mr. Chairman, we disagree they are paying a 
second time. 

Senator Lone. A second time to get the use of this commodity. 
Well, it means this, you and I know that we could buy something a lot 
cheaper if we have to compete for it, do we not ? 

Mr. BANNERMAN. This may well be true. 

Senator Lone. Is that correct? 

Mr. BANNERMAN. In given cases that may well be true. 

Senator Lone. Ninety-nine and nine-tenths percent of the cases. 

Mr. BANNERMAN. Well, I would not go that far. 

Senator Lone. Have you ever seen anything that you could buy 
cheaper because there was no competition in the field? Take any 
instance, just anything that you could buy cheaper because there was 
no competition ? 

Mr. BannerMan. I do not think it would be possible to demon- 
strate that one way or the other. 

Senator Lone. The whole range 

Mr Bannerman. I would agree with you. 

Senator Lona. Isn’t it true that the whole fundamental concept, 
the fundamentals of this free enterprise system, which we claim to 
believe in so dearly, rests on the principles of competition, and that our 
laws are shaped to encourage competition on the theory that compe- 
tition is in the public interest because it gives us better prices and it 
gives us the most goods for the most people? 

Mr. BANNERMAN. Part of the system, of course, is our patent laws, 
and they are not shaped that way. 

Senator Lone Yes. But isn’t that an exception to the American 
ideal of competition ? 

Mr. BANNERMAN. Well, it is part of the American ideal, and it is 
different from the notion of competition; with that I agree. 

Senator Lone. It is monopoly, is it not? The patent system is 
monopoly. 

Mr. BanneERMAN. It is designed to be, for a good and sufficient 
reason. 

Senator Lona. Yes. But the important point I am getting at—and 
we seem to agree on it—is that without exception you are going to get 
things a lot cheaper if you have effective competition. If you can 
provide an exception, I would like to have it. 

What you are doing is letting these people have legalized monopolies 
across the width and breadth of this land and we are paying these 
people to achieve the monopolies. All I am saying is that the Ameri- 
can people are going to wind up paying a lot more than this $6 billion 
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a yes as a hidden tax in the price of those commodities, as a result of 
all these patent monopolies that you people are letting these people 
keep. My suggestion is that if there is some small dollar cost involved, 
we ought to pay it to protect ourselves from having to pay it a second 
time in the form of monopoly profits. You would certainly do that 
if you were representing any corporation in America and were draw- 
ing up a contract with an engineer or a subcontractor. You would 
seek to get those benefits for your principal. In this case, however, 
your principals are the people of the United States. 

Mr. BannerMAN. Corporations are generally in the business of 
manufacturing products and for commercial use, and hence they 
probably have need for such things that we do not have. We are not 
in that business. 

Senator Lone. You say “we,” do you mean “we, the American 
people,” or “we, the Department of Defense” ? 

‘ Mr. BanNnERMAN. I am talking about “we, the Department of De- 
ense. 

Senator Lone. You do not mean “we, the taxpayers,” either ? 

Mr. BanNERMAN. We would place an additional charge upon the 
taxpayer if we were to follow such a policy. Now, whether they 
would gain it back through cheaper products I am not prepared to 
say because I think it is entirely speculative. 

Senator Lona. My guess is that if = let me pick out these patents 
that these folks are getting, I could find just one of them, just 
one of them, where I could recoup over a period of years any extra 
cost of pursuing this policy. 

Mr. Rauieaicay. At the time we make our research and develop- 
ment contracts that is the time we would be required to pay the 
extra money, if we changed our policy. 

Now, as Mr. Falvey has said, at that time we have no knowledge 
whatsoever as to what inventions may ensue or whether any inven- 
tions will ensue, and if they do, what they are going to be worth 
or what the commercial rights would be worth. 

I would hate to be in the position of trying to figure whether 
that policy in a given contract in porapent is worth $10, $10,000 or 
$10 million. You just do not know. There is no way you can say 
what it is worth. 

Senator Lone. Do you think it is in the national interest to pre- 
vent further economic concentration ? 

Mr. Bannerman. Congress has said so, and we certainly agree 
with it. 

Senator Lone. I am asking you, I would like to ask Mr. Falvey, 
let him answer—I think you are a good witness, Mr. Bannerman, 
but I think I will ask the principal witness the question. 

Mr. Fatvey. Would you repeat the question ? 

Senator Lone. Do you think it is in the national interest to pre- 
vent further economic concentration ? 

Mr. Fatvey. A further economic concentration of industry? 

Senator Lone. Well, further economic concentration in large cor- 
porations or in a few corporations. 

Mr. Fatvey. I do not know that we in the Department of De- 
fense have much choice. We have to go where the talent is available. 

Senator Lona. I want to know your opinion as an American and 
I want to know whether you believe it is in the national interest to 
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prevent further concentration of economic power in the hands of 
any given number of corporations. 

Mr. Fatvey. I will accept that. 

Senator Lone. Do you think that to be correct? 

Mr. Fatvey. All right, I will accept that. 

Senator Lone. Do you think it would be in the national interest 
to protect the efficient small business sector of this economy ? 

Mr. Fatvey. Yes, sir. 

Senator Lona. Do you believe it would be in the national interest 
to maintain a competitive, free enterprise system, and I emphasize 
competitive ? 

Mr. Fatvey. Yes, sir; I subscribe to all those. 

Senator Lone. Well then 

Mr. Fatvey. We may differ as to the means. 

Senator Lone. Would it not seem logical that you would have a lot 
more competition if you allow concerns, large numbers of them, to 
compete in manufacturing those commodities that are being devel- 
oped for the American market, rather than granting large numbers 
of patent rights to some of them and thereby excluding others from 
the field ? 

Mr. Fatvey. I do not believe I understand that question, Mr. Chair- 
man. 

Senator Lone. Would not the granting of patent rights in a great 
many cases result in the creation of monopolistic situations ¢ 

Mr. Fatvey. I will accept your statement for that, Mr. Chairman. 

Senator Lone. I would like to know what you think, Mr. Falvey. 
Is it not entirely likely that you would have monopolistic situations 
as a result of your policy. of granting so many patent rights? 

Mr. Fatvey. It is within the realm of possibility. I do not think 
the question can be answered yes or no, Mr. Chairman. 

Senator Lone. All right. 

Captain Frrcen. Mr. Chairman, as a matter of comment, as you well 
know, if this monopolistic situation is an evil, the Department of Jus- 
tice will certainly see to it that that is straightened out, which it has 
done in many instances. 

Senator Lone. There is nothing you can do about a patent monop- 
oly, there is very little the Department of Justice can do about that. 

Captain Fircu. No, not as to one patent, but I thought you were 
suggesting that some one business corners the whole industry. 

Senator Lone. Captain Fitch, some monopolies in this country are 
legal and some are illegal. Monopolies achieved by patents are, for 
the most part, legal, that is, in and of itself. 

Do you care to comment on that, Mr. Johnson? 

Mr. Jounson. Well, in many cases where an antitrust action has 
been instituted against a corporation, the end result has been the 
compulsory licensing of the patents held by the corporation, and you 
can, the Department of Justice would comment on that, I am sure, 
if you ask them that question. 

Senator Lone. Do you know what the Department of Justice has 
recommended about your practice ? 

Mr. Jounson. I know what they have recommended; yes, sir. 

Senator Lone. What is their recommendation as far as your practice 
is concerned ? 
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Mr. Jounson. Their recommendation, which was stated in the re- 
port of 1947, is that as a basic policy—in fact we quote it in our state- 
ment to you: 

As a basic policy, all contracts for research and development work financed 
with Federal funds should contain a stipulation providing that the Government 
shall be entitled to all rights to inventions produced in the performance of the 
contract. 

Senator Lone. That was 1947 7 

Captain Frrou. That was modified, Mr. Chairman, in the Con- 
gressional Air Policy Commission in 1949 when the Attorney General 
in conformance with the Congressional Air Policy Commission recom- 
mendations, accepted all of their recommendations, and modified the 

revious statement to say that only when all of the research was paid 

or by Government money should the Government take title. Where 
the contractor contributed any of his funds or any of his facilities or 
“~ of his information, then it should be negotiated. 
enator Lone. Negotiated in what respect ? 

Captain Frroeu. As to who would get the title or who would get the 
license. 

_Mr. Gorpon. Mr. Falvey, do you feel it is possible or, perhaps, even 
likely that adding patents—don’t forget that a patent is by definition 
a monopoly in a particular market—to an already large portfolio of 
patents will give even greater market control to an already very large 
company ? 

Mr. Fatvey. Conceivably possible. 

Mr. Gorvon. Wouldn’t you say that this tends to make the already 
large larger, and the small relatively smaller ? 

Mr. Fatvey. It might or might not. 

Mr. Gorpvon. Doesn’t that follow? Since perhaps 95 percent of the 
R. & D. contracts go to the very large companies; doesn’t that follow? 

Mr. BANNERMAN. I would like to make one comment there, to avoid 
brevity, Mr. Gordon. 

The fact of the matter is a very high percentage in numbers, not 
in dollars, but in numbers of our contracts for research and develop- 
ment are placed with small business concerns. 

Mr. Gorpvon. Not in dollars though. 

Mr. Bannerman. [ said not in dollars. 

Mr. Gorvon. But dollars happen to be 

Mr. Bannerman. The fact of the matter is we have to place a 
relatively small number of huge contracts for research and develop- 
ment, the kind the chairman has referred to earlier. 

Those contracts cannot go to anybody but large business, and they 
make up a very high percentage or a very high portion of this 95 
percent you talked about. 

But I would like to give you another figure, just so the record will 
be clear on this. 

In 1958, the last year for which we have final figures, we made a 
study of all of the research and development contracts that we had 

laced, and of the top 400 companies, tops in size of awards granted 
in that year, 150 of them were small business concerns. 

Mr. Gorpon. All right. 

But in dollar terms, however, 95 percent or approximately that fig- 
ure goes to big business, and this is the relevant criterion. 
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Mr. Bannerman. Yes. But if you place a $100 million contract 
for one missile—— . 

Mr. Gorvon. I am not asking you why this is so. 

Mr. BANNERMAN (continuing). With one company you are not 
necessarily providing a hundred times as much inventive possibility 
as you are in a $1 million contract. This does not follow. 

Mr. Gorvon. Do you have any people in your Department who 
study the effects of your patent and data policies on the rest of the 
economy, on these problems we are talking about ? 

For example, do you have anyone studying the possible effects of 
giving away title to a very important invention on market control, 
competition, on economic growth, and such other subjects? 

Mr. BaNNERMAN. Mr. Gordon, we do not have this in the Depart- 
ment, but we are cooperating very closely with the task force opera- 
tion which is doing just that, the organization to which Commissioner 
Watson testified yesterday. 

Senator Lone. Do I understand, Mr. Falvey, that the answers made 
by your consultants you adopt as your own ¢ 

Mr. Farvey. Ido, Mr. Chairman. 

Senator Lone. I would suggest that where Mr. Falvey wants to 
answer the question, he go ahead and answer it, but when one of 
the technicians or one of the consultants that he has here wants 
to answer it, then he may do so. 

Mr. Gorvon. Mr. Falvey, you say on page 8 *** of your statement : 

“If industry lost its hope of the commercial market through a 
requirement that title to the inventions resulting from Government 
work be vested in the Government,” and so on and so forth. Do you 
recall that sentence ? 

Mr. Fatvey. Yes, I see that right here. 

Mr. Gorpon. Are you implying that if the Government took title, 
business firms would not be able to sell to the commercial market? 
This is really not the point, is it ? 

Mr. Fatvey. No. 

Mr. Gorvon. The Government taking title would not have an ef- 
fect on the commercial market, would it ? 

Mr. Fatvey. No. I am saying that the punchline is in the last part 
of the sentence, “Our ability to secure the services of qualified and 
competent firms would be impaired.” They just would not be 
interested. 

Mr. Gorpon. Are you saying, then, that if the Government took 
title the firm would not have access to the market ? 

Mr. Fatvey. Iam not suggesting that at all. 

I am suggesting that if the Department of Defense had a require- 
ment for taking title there would be many concerns that would not 
be interested in the contract, the research contract. 

Mr. Gorvon. Do you feel that the granting of a monopoly in a 
particular market is the necessary inducement for qualified and com- 
petent firms to work for the Government? 

Mr. Fatvey. It may be a necessary evil; it may be the lesser of 
two evils. 

Mr. Gorpon. Do you think that both the direct and social costs 


we are paying are too high, perhaps? Do you think, as the Senator 
suggested 





%a See p. 341. 
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Mr. Fatvey. Do I think the costs we are paying—no, I do not. 

Mr. Gorvon. I mean the real costs to society, not the monetary 
wy of the Defense Department. 

r. Farvey. I think society is interested in the Department of 
Defense, too. I think society is interested in seeing an efficient, ef- 
fective Department of Defense for the defense of this country, and 
I think it behooves the Department of Defense to get the best technical 
brains that we can possibly get, and to go where we have to go to 

t them. 

Oe Gorpvon. It is true that society is interested in that problem. 

Mr. Fatvey. Sure they are. 

Mr. Gorpon. It seems to me society is interested in other problems, 
too. 

Mr. Fatvey. True. 

Mr. Gorpon. I refer to the problems we are talking about, like the 
maintenance of the competitive system. 

Mr. Fatvey. Yes. 

Mr. Gorpon. Would you agree with that? 

Mr. Fatvery. I think we have to defend the country first to have 
the system to defend. 

Mr. Gorvon. Are you suggesting that they are both inconsistent ? 

Mr. Fatvey. I am not suggesting that at all, but I think we have 
got to get things in propei sequence. 

Mr. Gorpon. You state on page 8 that it would be a waste of time, 
energy, and money for the armed services in their contracting to 
require rights which, if obtained, would not be used. 

Mr. Fatvey. Right. 

Mr. Gorpon. How do you know they would not be used? Do you 
have any evidence? Suppose you take title and put it in the public 
domain—I do not mean that you acquire rights and then put them in 
the desk drawer. You can take title and put it in the public domain. 

Mr. Fatvry. Are you suggesting we get into the business of 
issuing licenses for royalities ? 

Mr. Gorpvon. Well, other agencies are doing that, either collecting 
royalties or dedicating Government-owned inventions to the public. 

Mr. Fatvey. From my observation the Department of Defense has 
got enough problems without getting into that one. 

Mr. Gorpvon. Are you saying that the Department of Defense has 
no interest in this particular subject ? 

Mr. Fatvey. Well, it certainly would be secondary. 

Mr. Gorpon. Well, then, does it have at least secondary interest in 
the subject? : ; 

Mr. Fatvey. I say if we had an interest it would be secondary. 
Our primary mission is the defense of the United States, and we put 
that out in front. 

Mr. Gorvon. What do you mean that it would be a waste of time 
energy and money? Do you mean that it would require more time? 

Mr. Fatvey. What page are you on? 

Mr. Gorpon. Page 8. (See p. 341.) 

Mr. Fatvey. All right. I think that statement is self-explanatory, 
in a contracting operation to require rights which, if obtained, would 
not be used. 
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Mr. Gorpon. You assume that they would not be used. My question 
is: How do you know they would not be used if they were dedicated 
tothe public? Are we talking about the same thing ? 

Mr. Fatvey. I am saying that the Government has got the rights 
to use, to make, or have made under this license procedure that the 
Department of Defense follows. 

Mr. Gorpon. Many items which are developed at the expense of 
the U.S. Government have commercial application. 

Mr. Fatvey. It could be. 

Mr. Gorvon. In fact, it has been demonstrated that they do have 
certain processes developed at Government expense. For example, 
the processes used in the Nicaro plant. 

Mr. Fatvey. Oh, yes. 

Mr. Gorvon. In that particular case the General Services Adminis- 
tration took title to all of the processes and all the machinery in that 
plant. Why? Because if it had not taken title, it would have to sell 
the plant to the holder of the patent rights of machinery and the 

rocesses. But it took title in order to be able to sell the plant to the 
highest bidder, to anybody it wanted to sell it to. 

This is one example anh it was to the advantage of the Govern- 
ment to take title. 

Another advantage was—— 

Mr. Fatvey. Incidentally, I do not think that the Nicaro operation 
was too sweet, but we won’t go into that. It was not any bonanza for 
the Government. 

Mr. Gorvon. As I understand it they have not sold it yet. 

Mr. Fatvry. Yes, that is what I am getting at. 

Mr. Gorvon. But they are trying to sell it. 

There is another example where the Government paid $250,000 to 
the Automotive Engineering Corp. for 71 automotive patents. 

The records in the possession of the General Services Administra- 
tion indicate that the United States received from these patents in 
cash royalties and in royalties saved an amount in excess of $3 mil- 
lion. This isa matter of public record. 

Mr. Fatvey. I do not question that. 

Mr. Gorpon. The War Assets Administration widely publicized it. 

Now, even if the Government had no use for it for itself, if it takes 
patent rights perhaps it could recoup some of the money. In this 
particular case, the Government paid $250,000, and it made in excess 
of $3 million. 

Mr. Fatvry. From selling patents? 

Mr. Gorvon. No, from royalties. 

The War Assets Administration widely publicized the proposed 
sale, and received only two bids. The high bid was $25,000 by the 
Timken Detroit Axle Co., which held the license under the patents. 

The second bid was $5,100 submitted by a World War II veteran. 

The War Assets Administration rejected the two bids as inadequate, 
and the pernanets disposal was never consummated. 

Mr. Fatvey. Some patents are good and some are not worth the 
paper they are written on. 

r.Gorpon. All right then. 

In that situation we use discrimination. Some we give away and 

some we do not. 
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Mr. Farvey. How do you tell what the commercial use of the device 
is? You do not sell the patent, but you sell the device incorporating 
an invention. 

People are fickle. Some things they like to buy are patented and 
some are not. 

Mr. Gorpon. If the businessmen are willing to pay and take a 
chance, it may be reasonable to assume that it does have a good chance 
of being profitable; wouldn’t you say ¢ 

Mr. Saver. They goof once in a while, too. 

Mr. Gorpon. And nox make money on it, generally, do they not ? 

Mr. Fatvey. Out of what, patents ¢ 

Mr. Gorvon. Yes. 

Mr. Fatvey. No. They make money out of selling their products. 

Mr. Gorpon. All right; selling their products on which shar have 

atents. 
r Mr. Fatvey. Whether they are patented or not. If they have some- 
thing the public likes the public will buy it, patented or not. 

Mr. Gorpon. Do you always secure sufficient data so that if the 
Department of Defense wants to switch producers, say, even in mid- 
stream, it can do so? Do you get adequate data so that component 
parts can be manufactured by small producers ? 

Mr. Fatvey. I believe that question was answered, in part, by 
Captain Fitch, and in part by Mr. Bannerman. 

Mr. Gorvon. And the Senator, I think, brought to your attention 
that we had two small businessmen who testified to the contrary. 

Mr. Fatvey. Pardon? 

Mr. Gorpon. I believe that the Senator mentioned to you that we 
had two witnesses a couple of days ago who testified to the contrary. 

Mr. Fauvey. That was unavailability of parts, as I understood it. 
I am not putting parts—— 

Mr Gorpon. Not only parts—Mr. Peirez of the Viewlex Co., if you 
will look at the transcript, stated that 3 years after the product was 
developed he was still unable to get thedata. (See p. 22.) 

Mr. Bannerman. Mr. Gordon, our policy with respect to getting 
data is clearly outlined in the Armed Services Procurement Regula- 
tions and is followed by all hands now. It is a relatively new policy 
which was issued about a year and a half ago. It is quite possible that 
eenent procedures were followed in contracts that are older than 

at. 

But repeating what we said earlier, we do get such data with respect 
to our developmental contracts. 

Mr. Gorvon. Let me ask this question: When the United States 
pays for the development of a particular item, I presume it does not 
pay for the set of papers it gets, it pays actually for all the knowledge 
that has been acquired ; is that correct ? 

Mr. Fatvey. The papers that you refer to are, perhaps, a record 
of that knowledge, intelligence, background, know-how, whatever 
you want to term it. 

Mr. Gorpon. Therefore, the data would be owned by the U.S. 
Government; is that correct ? 

Mr. Fatvey. I believe that is correct. 

Mr. Bannerman. Data furnished under developmental contracts 
are owned by the U.S. Government; correct. 
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Mr. Fatvey. You get my point on the paper, don’t you? That 
just shows the intelligence. 

Mr. Gorpon. Mr. Monesmith, who testified for the Lockheed Co., 
was asked what would have happened with the German transaction 
you probably know about, if the Government had taken title to the 
F-104. He stated that the Government would have owned the data. 
He was then asked how would that have affected the F-104G nego- 
tiations. I think he answered something to the effect that the Gov- 
ernment certainly would have had some financial interest in the 
F-104G if it had owned the data on the F-104. 

Mr. Fatvey. I am not familiar enough with that to comment on it. 

Mr. BanNneRMAN. The Government’s taking data does not provide 
the Government with any exclusionary rights or ownership with re- 
spect to others. 

We cannot—we do not license this data and then use it. We get 
that data for our own use. 

Mr. Gorvon. On page 11 of your statement you say that it is in the 
best interests of the United States to encourage the development. 
Is it possible that if a company can get the Government to pay for 
the development of an item, and if it gets exclusive commercial rights 
to it, it would tend to discourage the development of items at private 
expense? In other words, if a firm can get the Government to foot 
the bill in developing an item, why should it use its own money 
to develop it? 

Mr. Fatvey. I do not think I understand the question so I will not 
attempt to answer it. 

Mr. Gorpon. All right. 

You say on page 11 (see p. 342) that it is in the best interests of 
the United States to encourage the development of items at private 
expense. 

fr. Farvey. Right. 

Mr. Gorvon. Do you see that? 

Mr. Fatvry. Yes, I do. 

Mr. Gorvon. All right, then. It is possible that if the company can 
get the Government to pay for the development of an item, say, some 
electronics device, and if it can get exclusive commercial rights, too, 
would it not tend to discourage the development of items at private 
expense ? 

Mr. Fatvey. Maybe somebody else understands that question, I do 
not understand it. Iam sorry, you repeated it twice. 

Mr. BANNERMAN. I think the answer, Mr. Gordon, would be that it 
does not tend to discourage it. The fact of the matter is that we are 
now talking about data rather than patents, and 

Mr. Gorpon. Commercial rights, exclusive commercial rights. 

Mr. BaNNERMAN. No, we are not either. We are saying, we are 
talking about, data here in the sentence you read. If we honor pro- 
prietary data developed at private expense rather than at our expense, 
we are thereby making it profitable for people to invent. 

If we pirate that data, we are making it unprofitable for them to 
invent, and I think that is all that sentence is trying to say. 

Senator Lona. Let me just ask you, why do you think it is pirating? 
You used the word “pirating.” It would seem to me it would be 
almost like calling it murder to kill somebody in wartime. It 
happens to be your duty. 
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By “pirating,” are you referring to a practice where you simply 
tell someone: “I would like to sign a contract to get you to develop 
something for me. If you can develop this product I want it, because 
I would like to have all the rights to it. I would like to make an 
agreement with you to pay a fixed amount of money for which you 
will develop this and turn over all the rights that you presently have, 
as well as the rights you develop.” Do you call it pirating when 
you buy it and pay for it ? 

Mr. BaNNERMAN. No, Mr. Chairman, that is not what we are 
talking about here. We are talking about a situation where a com- 
pany without a contract with us at all proceeds to develop what it con- 
ceives to be a useful item and proceeds to sell it. As its own product, 
all of the data with respect to that product, was developed at private 
expense, not at governmental expense. 

Thereafter, the Government becomes interested in that product and 
decides to buy that product. We would consider it pirating if we 
stole trade secrets and proceeded to have them made by others at 
that stage of the game without paying for them. 

Senator Lona. Most of the time business firms come to the Govern- 
ment looking for business. If you buy the rights that a firm has, the 
technical data, the secrets it has, you do not call that pirating; do you? 

Mr. BanneRMAN. Not if we bought it; no, sir. It is where we have 
not bought it. 

Senator Lone. Because we had a witness up here a few days ago 
representing some small business who thinks your policy does not favor 
his people enough. He was up here telling us that the policy you 
fellows followed usurps the constitutional right of his association 
people to their patents, usurps their constitutional rights. 

Now, it sounded to me like a speech—the speech sounded fine if you 
made it to a bunch of fat cats whe have these patents. On the other 
hand, if you were making that to just an ordinary businessman, he 
would say that was ridiculous. He would say, “All I did was to offer 
you a contract similar to the one you are making with your employees.” 

Mr. Bannerman. Mr. Chairman, we have taken the middle ground 
as between those two extreme positions. 

Senator Lone. Yes. 

Mr. BannerMAN. And we think it is the right one. 

Senator Lone. While we are on this subject, does anyone here know 
of any constitutional right that a person has to a patent ? 

Mr. Fatvey. I think the patent law is based on a constitutional 
provision. 

Senator Lone. Does the Constitution confer a right on any individ- 
ual to have a patent ? 

Mr. Fatvey. If I recall the constitutional provision, it says that 
Congress shall encourage the useful arts by securing to inventors for 
a limited time only the use of their inventions. 

Senator Lone. Let us get that provision and read it. 

Mr. Fatvey. I was not trying to give it verbatim, Mr. Chairman. 

Senator Lona. I believe you will find it says this, that Congress shall 
have the power to grant patents; it does not say Congress shall exercise 
it. Itsays Congress shall have the power to grant patents. 

Now, Congress could have granted the patents directly, and had a 
debate everytime somebody wanted a patent. But instead we passed 
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a law and conferred that power on the Patent Office, and we set out 
the way that the law would be administered. But the right of any- 
body, just anybody, to walk up there and apply for a patent is the result 
of a statute that Congress passed. 

So the right of an individual is a statutory right. The Congress, 
the Constitution says, shall have the power to declare war, as you are 
familiar, but that does not mean we have got to declare war or anybody 
has got a right to file a lawsuit to make us. 

Mr. Fatvey. I was not suggesting that, Mr. Chairman. 

Senator Lone. And we can declare ourselves to be at war. 

I think you and I agree that the right to the patent is statutory. 

Mr. Fatvey. I think the Constitution encourages Congress then, 
let us say. 

Senator Lone. The right is a statutory right, is it not? 

Mr. Fatvey. All right, sir; yes, sir. 

Senator Lone. That is my conclusion, and I see your assistant is 
nodding. It is the right that comes from the statute. Congress could 
either do it or not do it, based upon what it thought was in the public 
interest, and I assume that is what Congress has been trying to do with 
all these patent laws. 

Mr. Fatvey. That is right. 

Senator Lone. When someone tries to tell me he has a constitu- 
tional right to a patent which I am usurping, then I cannot agree with 
him because I do not see anything in the Constitution that grants him 
that right. Congress has the power to do it, and the right he has 
comes from the statute that we passed. 

Mr. JouHnson. Senator, excuse me. What the Constitution does is 
to give Congress the power to permit limited monopolies in the fruits 
of inventions by inventors and authors. 

Senator Lone. Right. 

Mr. Gorvon. One more question, Senator. As I understand it, the 
general practice in business is that the firm which pays for the research 
and development gets all rights. 

Now, the Boeing Co. testified to that effect before our Government 
Procurement Subcommittee. Boeing had other people develop some- 
thing for them, paid them for it, took out a patent on it, received roy- 
alties on licenses. 

Boeing did not give patent rights away as the U.S. Government does. 

Why should the Government’s policy be any different ? 

Mr. Fatvey. We contract for this scientific, these scientific develop- 
ments. We buy, as we testified, what we need. We do not pay more 
on some speculative value. 

Mr. Gorvon. By “we” you mean the Department of Defense ? 

Mr. Fatvey. Yes. 

Mr. Bannerman. Mr. Gordon, let us make one other comment with 
respect to that, too. The big research departments of manufacturing 
corporations are not available to Boeing on any such arrangement as 
the one you just talked about. They are not in the process of develop- 
ing things for other manufacturers or competitors and giving away 
title. 

Boeing would probably go to a research foundation or some place of 
that sort that is not in the manufacturing business, in which case they 
would take title, and the foundation would not have much need for it 
anyway. 
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Mr. Gorvon. You are stating, then, that in most cases many firms 
will not take a Government contract unless they could get exclusive 
commercial rights ; is that correct ? 

Mr. BANNERMAN. We have said that. 

Mr. Gorpon. This is a statement of fact, and I think, perhaps, we 
can test your hypothesis. 

Mr. Bannerman. That is what the task force we talked about is 
trying to do, Mr. Gordon. 

Senator Lone. Will you provide us with a list of those contractors 
who have indicated that they would not do research and development 
work unless they were able to obtain the patent rights ? 

Mr. Farvey. That isa rather negative thing, Mr. Chairman. 

Senator Lone. I will tell you people why you would not be the ones 
to know it. If it is known, it esol be known by the Atomic Energy 
Commission because they are the ones who do require you to turn over 
all your patent rights. You are not asking it of your contractors, and 
it would not be relevant in your negotiations. 

Mr. BANNERMAN. It would not be in our files at all. 

Senator Lone. That is the point. You would have to go out and 
ask it, and it would probably be a self-serving statement when we 
got it. 

My guess is that we may be able to find out by asking the Atomic 
Energy Commission. 

Mr. Bannerman. Recognizing, as you review their work, they have 
a different kind of program than we do. 

Senator Lone. Do you have a copy of a contract that you make 
with this research and development work, particularly the part that 
relates to patent rights? 

I ran across this, and I understand this is in your contracts: 

The contractor agrees to and does hereby grant to the Government an ir- 
revocable, nonexclusive, nontransferrable, and royalty-free license to practice, 
and cause to be practiced by or for the U.S. Government throughout the world, 
each subject invention in the manufacture, use, and disposition according to law 
of any article or material, and in the use of any method. 


It is the second sentence to which I make particular reference: 


No license granted herein shall convey any right to the Government to manu- 
facture, have manufactured, or use any subject invention for the purpose of 
providing services or supplies to the general public in competition with the 
contractor or the contractor’s commercial licensees in the licensed fields. 


Is that in your contract? 

Mr. Fatvey. Yes, sir. 

Senator Lone. Here is the thought that occurs tome. Why should 
we agree when we are representing the U.S. Government which, after 
all, is the Government of all the people of the country, that in spend- 
ing all this money to develop things, the Government will not have 
the right to provide services to its people when, after all, the Govern- 


ment, I always thought, more or less was the people. 
Mr. Fanvey. I might make this observation, Senator: The Gov- 


ernment is not in the commercial business, and that is, in effect, what 
that clause says. 


Senator Lone. Well, let us just-—— 2s 
Mr. Fatvey. It will not go into commercial competition. 


Senator Lone. Let us just take a simple example. 
Mr. Fanvey. All right. 
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‘Senator Lone. The Railway Express Co. is in competition with 
the Post Office; isn’t that correct? Both of them have testified, let 
us put it that way. 

Mr. Fatvry. Yes, I would say yes, if both have so testified. 

Senator Lone. I have voted for legislation to help the Railway 
Express with their problems, just based on that very assumption. 

If you or the Post Office develop something under a contract which 
has this clause in it, if the developer licenses the Railway Express 
to use this commodity, then the Post Office cannot use it. If the Post 
Office takes a commodity without the consent of the person who de- 
veloped it, and proceeds to use it in the Post Office, that would be 
against the law, because it is providing services to the people. 

Mr. Fatvey. I do not place that interpretation on it, Senator, 
definitely not. That is not my understanding of the operation of 
that clause. 

Senator Lone. That is not what you intended, but it covers it just 
like gravy covers rice. 

Mr. BannerMaN. Mr. Chairman, the purpose of that clause—ex- 
cuse me. 

Senator Lone. I know the purpose you have in mind—at least I 
think I know what you intended—based upon your previous state- 
ment. It seems to me, however, that clearly you could not provide a 
service in competition with anybody licensed by the man who de- 
velops this thing for you under that clause, even though you paid 
to have it developed. 

Mr. Bannerman. The purpose of the clause is to prevent the Gov- 
ernment from using the license for nongovernmental purposes, and 
those are defined as the use of the license for the manufacture of 
the product using that patent, and sale to the public. That is what 
is sought to be avoided. That. has been the uniform interpretation 
of the clause for some years in the Military Departments. 

I am not aware of the Post Office problems in this, although I 
was here yesterday and heard it discussed, but we will be glad to 
give you a memorandum of law on that, if it would be helpful to 
you.*® 

Senator Lone. I will be pleased to have it. But permit me to 
say that with respect to this problem I am stating the conclusion 
of Senator Joseph O’Mahoney,*’ who is one of the top lawyers on 
the Judiciary Committee. It is the opinion of the Subcommittee of 
the Judiciary composed almost exclusively of good lawyers. It 
is the opinion of the staff of the Judiciary Committee who looked 
into this problem. I would submit to you, if you do not think that 
you are in trouble with this clause, that you had better take a good 
second look because this is one of those cases where you draw a con- 
tract which does not state precisely what you mean. 

My second thought is this, and I am referring to the Weather 
Modification Contract of the National Science Foundation. If we 
are successful in controlling weather, in making it rain in certain 
areas—and I hope down our way we can make it rain before it gets 
to us because we usually get too much water during most of the 
year—if we are successful in making rain fall where we want it 





- See exhibit XIII(B), p. 335. 
** See Senator O’Mahoney’s letter, exhibit I, p. 3. 
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it to fall, a person who had any component part necessary to achieve 
this, or who received a license from the contractor, would be in a 
position to prevent the Government from using these rainmaking 
devices for the benefit of the people unless we pay this fellow his 

rice. 
. Mr. Bannerman. Mr. Chairman, if we were in the business of 
developing items which we wanted developed for sale or use by the 
public, which we occasionally have done, we would not include this 
clause in our contract. We would eliminate this clause, and that is 
exactly what we do with respect to developments of Civil Defense 
devices. 

Senator Lone. The people who included this provision in their 
contract got it from you because it has been in your contracts all along. 
Now, they have what they say is not a typical clause but some fellow 
asked for such a provision and he got it. So if he has some success 
in developing a rainmaking machine, or something to seed the clouds 
or control the weather, and he is in the business of controlling the 
weather, or he licenses it to someone who is in the business, then he 
is in the position to block the Government from using it. In fact, 
the Government has actually agreed that it will not use all of these 
things we paid for to provide services to the people. That is what 
it says right here in the contract. 

Mr. Bannerman. I think it likely that such clause should not have 
been included in such a contract. 

Mr. Fatvey. It is a rather indiscriminate use of the clause. 

Senator Lone (reading) : 


No license granted herein shall convey any right to the Government to manu- 
facture, have manufactured, or use— 


that is to use, even if the other fellow manufactures it— 


any subject invention for the purpose of providing services or supplies to the 
general public— 


that certainly covers the rainmaking situation— 


in competition with a contractor or the contractor’s commercial licenses in the 
licensed fields. 

Mr. Fatvey. Yes, sir. 

Mr. Bannerman. Mr. Chairman, we are basically, as you know, 
in the military business, and we do not have our products produced 
for sale to the public, and in assurance of that we have put this 
clause in our contracts where we are making this kind of a contract. 

Where, on the other hand, there is some likelihood that we will want 
our product to be sold to the general public, we would not put that 
clause in there, and with respect to the rainmaking device that, of 
course, was not our contract. It sounds from what little I know 
about it that it should not have been in there. 

Senator Lone. Well, it should not have been included in the Post 
Office contract either. 

Mr. Fatvey. I do not think the Post Office Department is in the 
business of selling mail sorters to the general public. 

Senator Lone. But they are in the business of providing a service. 

Mr. Fatvey. That is right. 

Senator Lone. They provide a service in competition with Railway 
Express insofar as delivering parcel post. 
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Now, assuming that the firm that developed the machinery for 
the Post Office licensed Railway Express to use the same machinery, 
then under the terms of the Post Office contract the Government, the 
Post Office, would not have the right even to use it, to provide service 
to the public even if the machinery is bought from the very firm 
that was paid by the public to develop it. 

It seems to me it should be provided as the very minimum that if 
the Government pays most of the expenses of having something de- 
veloped, it should have the privilege of using it to provide services to 
the people who, I think, actually are the Government. 


It is a matter of saying that the people ought to have the privilege 
of benefiting ourselves. 


Mr. BANNERMAN. Mr. Chairman, I think we understand each other 
on this point. I think there is, perhaps, some disagreement as to what 
the clause means. 


Certainly we will be glad to review the clause, and if we find the 
same vagueness in it, we will change it. 

On the other hand, if we feel, after review, that we are very con- 
fident in what it means, we will be glad to provide the committee with 
a memorandum of law on that subject, if it would be helpful. 


(The information subsequently supplied by Mr. Bannerman fol- 
lows:) 
ExHisit XIII(B) 


LETTER FROM G. C. BANNERMAN, WITH ACCOMPANYING MEMORANDUM RE PATENT 
RigHts CLAUSE IN ASPR 9-107.2(b) 


OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE, 
SUPPLY AND LOGISTICS, 


Washington, D.C., January 21, 1960 
SELECT COMMITTEE ON SMALL BUSINESS, 
U.S. Senate. 


GENTLEMEN: This will supplement my letter of December 16, 1959, with re- 
spect to material to be furnished for the record of the hearings before the Sub- 
committee on Monopoly of the Select Committee on Small Business on December 
10, 1959. 

During the course of the hearings, there was a discussion which related to the 
meaning of the second sentence in subparagraph (b)(1) of the patent rights 
clause set forth in paragraph 9-107.2(b) of the Armed Services Procurement 
Regulation. Subparagraph (b) (1) is quoted below: 

“(b)(1) The contractor agrees to and does hereby grant to the Government 
an irrevocable, nonexclusive, nontransferable, and royalty-free license to prac- 
tice, and cause to be practiced by or for the U.S. Government, throughout the 
world, each subject invention in the manufacture, use, and disposition according 
to law, of any article or material, and in the use of any method. No license 
granted herein shall convey any right to the Government to manufacture, have 
manufactured, or use any subject invention for the purpose of providing services 
or supplies to the general public in competition with the contractor or the con- 
tractor’s commercial licensees in the licensed fields.” 

After some discussion of the point, Mr. Bannerman concluded by making the 
following statement at page 665 of the transcript of the hearings: 

“Mr. BANNERMAN. Mr. Chairman, I think we understand each other on this 
point. I think there is, perhaps, some disagreement as to what the clause means. 

“Certainly we will be glad to review the clause, and if we find the same 
vagueness in it, we will change it. 

“On the other hand, if we feel, after review, that we are very confident in 
what it means, we will be glad to provide the committee with a memorandum 
of law on that subject, if it would be helpful.” 

The Office of General Counsel of the Department of Defense has submitted 
an opinion which is forwarded for your convenience. The legal interpretation, 
with respect to the second sentence of the subparagraph quoted above, is set 
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forth at the bottom of page 1 and continues through the top of page 2. This 
opinion confirms our understanding on what was intended by the second sentence 
of the clause. 
Sincerely yours, 
G. C. BANNERMAN, 
Director for Procurement Policy. 


DEPARTMENT OF DEFENSE, 
OFFICE OF GENERAL COUNSEL, 
Washington, D.C., January 18, 1960. 
Memorandum for the Director, Procurement Policy, OASD (Supply and 
Logistics). 
Subject: Restricts contained in the second sentence of subparagraph (b) (1) of 
the patent rights clause in ASPR 9—-107.2(b). 


You have requested our opinion as to the meaning of the second sentence 
of subparagraph (b)(1) of the patent rights clause which is required under 
paragraph 9-107.2(b) of the armed services procurement regulation (ASPR) 
to be inserted in any contract of the Department of Defense having experimental, 
developmental, or research work as one of its purposes. 

It should be stated at the outset that the sentence in question has appeared in 
the prescribed patent rights clause since the issuance of the first ASPR in 
1949. It had previously been approved as standard policy in the military de- 
partment procurement regulations of 1947 in substantially its present form, 
When the ASPR patent rights clauses were reviewed by the Patent Policy Re- 
view Board in 1952 and by the ASPR special working group in 1953-55, no 
changes to the sentence were recommended. No controversy with respect 
to the sentence has been raised by industry to our knowledge, and no case has 
been found dealing with it. 

The subparagraph in question reads as follows: 

“(b) (1) The contractor agrees to and does hereby grant to the Government 
an irrevocable, nonexclusive, nontransferable, and royalty-free license to practice, 
and cause to be practiced by or for the U.S. Government, throughout the world, 
each subject invention in the manufacture, use, and disposition according to law, 
of any article or material, and in the use of any method. No license granted 
herein shall convey any right to the Government to manufacture, have manu- 
factured, or use any subject invention for the purpose of providing services 
or supplies to the general public in competition with the contractor or the 
contractor’s commercial licenses in the licensed fields.” 

For the reasons hereinafter set forth in detail, it is our opinion that the second 
sentence as it presently stands does not prohibit the Government from using the 
referenced subject inventions in any manner and for any purpose authorized 
by Congress. The question the sentence presents for legal determination is 
whether for certain uses of the inventions the Government would be obligated 
to pay additional compensation to the patent owner or whether for such uses 
is may avail itself of the royalty-free license granted under the first sentence. 
Further, it is our opinion that the subparagraph as a whole permits the Govern- 
ment to practice the inventions royalty-free for any purpose, including its 
traditional services to the general public when the contract is entered into in 
aid of such functions, aside from business rivalry for profit in the commercial 
market. 

Under the provisions of title 28, United States Code, section 1498, any patented 
invention may be used or manufactured by or for the United States without 
license of the patent owner, subject only to payment of reasonable compensa- 
tion—established if necessery in the Court of Claims—to the patent owner for 
such use or manufacture. The Supreme Court has construed this law as fully 
and adequately providing “for the exercise of the power of eminent domain” 
with respect to inventions patented in the United States. Crozier v. Krupp, 
(224 U.S. 290, 307 (1911)). Whatever considerations of policy may affect the 
exercise of this governmental power of infringement, no legal restrictions other 
than the requirement of reasonable compensation are imposed on it. When the 
Government obtains a license to use a patented invention it is protected from 
further claims for compensation to the extent of the rights granted. The Gov- 
ernment would nevertheless be obligated to pay further compensation for any 
infringing use beyond the terms of such license. See Ellis, “Patent Licenses,” 
section 3738 (Deller ed., 1958). The practical effect, therefore, of a restriction 
on license rights granted the Government would appear to be merely to entitle the 
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patent owner to demand further payment for those uses which are determined 
in accordance with section 1498 supra to exceed the terms of the license. 

It is clear that the restrictive language of the second sentence of subpara- 
graph (b) (1) supra, bearing as it does on the scope of the license grant, cannot 
properly be construed as a contractual commitment by the Government not to 
compete, since it does not affect the Government’s statutory power of use, which 
does not derive from the license grant. Accordingly, the Government would be 
liable to pay only additional compensation to the contractor if it manufactures, 
has manufactured, or uses subject inventions covered by contracts containing 
subparagraph (b)(1) “for the purpose of providing services and supplies to 
the general public in competition with the contractor or the contractors’ com- 
mercial licenses in the licensed fields.” Since no statutory or other technical 
usage is involved, there is no reason why the word “competition” in the quoted 
phrase should not be given its plain and normal meaning in accordance with the 
basic rules of interpretation of written contracts (Restatement, Contracts, sec- 
tion 235 (a) (1982)). Competition in the context of providing services and sup- 
plies to the general public implies business rivalry, “the play of contending 
forces ordinarily engendered by an honest desire for gain,” U.S. v. American 
Linseed Oil Co. (262 U.S. 371, 388 (1922)). Competition has also been defined 
as the “effort of two or more parties, acting independently, to secure the custom 
of a third party by the offer of the most favorable terms. It is the struggle 
between rivals for the same trade at the same time; the act of seeking or en- 
deavoring to gain what another is endeavoring to gain at the same time” (citing 
Webster’s Dictionary and 12 C.J. 237). Lipson v. Socony Vacuum Corporation 
(87 F. 2d 265, 270 (1st Cir. 1937). Applying these definitions, the quoted lan- 
guage would appear to mean that the Government will not have the benefit of its 
royalty-free license if it seeks to use a subject invention in business rivalry with 
the contractor in the commercial market with the aim of obtaining the trade of 
the public at the expense of the contractor and realizing a profit thereby. The 
weight of the restriction may be judged by the relative remoteness of this 
contingency. 

Further, under the basic rules of legal interpretation, the restrictive language 
of the second sentence of subparagraph (b)(1) must be interpreted in rela- 
tion with the first sentence, which is the basic grant of broad license rights, so 
as to give reasonable meaning to both sentences and effectuate the main pur- 
pose of the contract (3 Williston, Contracts, secs. 618, 619 (rev. ed. 1986) ). 
The restriction imposed by the second sentence, in the absence of clear indica- 
tions to the contrary, should not be interpreted so as to nullify the affirmative 
license grant, which must be considered as intended to convey real rights and 
not illusory ones. Thus, where a governmental function, even one of service to 
the public for fees, is well established, and a research contract is entered into 
in aid of that function it would seem proper to conclude that the parties did not 
comprehend within the meaning of “competition” the exercise of that specific 
function. More explicit language with respect to “competition” would seem 
necessary to support a holding that the license rights conveyed under such a 
contract were not intended to be sufficient to permit the practice of a subject 
invention in carrying out that function without further payment. What does 
seem intended by the restriction is that the Government may not enjoy royalty 
free rights in such competitive activities against the contractor or the con- 
tractor’s licensees as were not within the main purpose of the contract at the 
time the contract was written. If close cases should ever arise under the latter 
conditions, there might be room to consider the effect of such secondary rules 
of interpretation as construing language most strongly against the party using 
it or construing license restrictions in favor of the licensee. 

This view seems entirely consistent with the apparent purpose of the divi- 
sion of rights provided in subparagraph (b) (1), which while granting to the 
Government a broad license in a subject invention, purports to reserve title to 
the invention in the contractor. The potential value of exclusive rights in areas 
outside known governmental activities would seem to be one inducement, pre- 
sumably reflected in the consideration, which might otherwise be higher, for 
taking and performing the contract. The value of such rights would naturally 
be questionable were the Government, with the power in its license to have 
anyone practice the invention on its behalf, including dispositions (e.g., sales) 
authorized by law, able to engage royalty free at some later time in rival com- 
mercial activities which would place the contractor and his licensees at a com- 
mercial disadvantage. Since under the first sentence of subparagraph (b) (1) 
the Government’s license is unrestricted, except for being nontransferable, the 
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contractor would understandably seek some restriction to protect the value of his 
potential patent rights in the commercial sphere, without defeating the Govern- 
ment’s basic license powers in aid of its own traditional functions. 

It is pertinent that during the Second World War many patent rights clauses 
in War and Navy Department contracts expressly limited the Government’s 
license to “governmental purposes.” This was done, according to the report 
of the Attorney General of 1947, “‘to meet objections of industry based upon the 
fear that the Government might itself go into business” (2 Investigation of 
Government Patent Practices and Policies 300, 468 (1947)). Another form 
of the limitation was “military, naval, or national defense purposes.” New 
regulations were issued in 1945 which prohibited limiting the Government’s 
license rights by contract “to any particular governmental purpose” without 
approval at the departmental level. Before 1947 however the forerunner of the 
present restrictive sentence was requested by several important contractors out 
of fear that the Government might attempt to socialize industry or take over 
more and more functions of providing service to the public. Initially approved 
as a deviation from the 1945 policy, the sentence appeared in the Army procure- 
ment regulations of 1947 as part of the standard patent rights clause. In 1949 
the first ASPR included the sentence in its present form. It would seem, there- 
fore, that the restriction on competition took the place of the limitation to 
“governmental purposes”, as a more precise expression of what research con- 
tractors wished to guard against without further payment. 

JACK L. STEMPLER, 
Assistant General Counsel (Logistics). 


Senator Lone. Well, thank you very much, gentlemen. It has been 


very enlightening to have you up here this morning, and I appreciate 
all the information you have provided us, and I hope you will provide 


us with the additional things I have requested. 
(The prepared statement of Mr. Falvey follows:) 


PREPARED STATEMENT OF JAMES P. FALVEY, DEPUTY ASSISTANT SECRETARY OF 
DEFENSE (SUPPLY AND LOGISTICS) 


Mr. CHAIRMAN: I am James P. Falvey, Deputy Assistant Secretary of Defense 
(Supply and Logistics). I appreciate your invitation to appear and discuss 
Department of Defense policies on patents and on the acquisition and dissemina- 
tion of data. For the convenience of the committee I will divide my state 
ment into these major topics: what our patent policy is, how it came to be, 
why it is what it is; then what our data policy is, and why; and finally, our 
views on the pertinence of these policies to small business and the problem 
now before this subcommittee. 

The Department of Defense patent policy is set forth in the armed services 
procurement regulation (ASPR), especially in our patent clause. First, we 
do not acquire any patent rights in a contract calling solely for the delivery of 
supplies. Secured, in any contract having experimental, developmental, or 
research work as one of its purposes, the Government receives a royalty-free, 
nonexclusive license to use any invention conceived or first actually reduced to 
practice in the course of performing the contract work. This license means 
that the Government has the right to have any manufacturer it chooses produce 
the patented article for the use of the Government without payment of royalties 
to the patent holder. 

The contract clause prescribed by ASPR defines the obligation of the con- 
tractor and the rights of the Government. Generally, the contractor retains 
title to the patent and the right to collect royalties on all commercial business. 
The Government receives a royalty-free right to use the invention. Specifically, 
the clause requires a disclosure of inventions, conceived or first actually reduced 
to practice in the performance of contract work; a statement as to patents 
applied for or to be applied for; and the grant of a license to the Government 
of a royalty-free license to practice by or for the U.S. Government throughout 
the world in each invention. If the contractor has elected not to file a patent 
application claiming such invention, the contractor, upon the request of the 
contracting officer, must convey all his right, title, and interest in such invention 
to the Government. Hence, the Government may acquire title to inventions 
originated in the performance of contract work for the Department of Defense 
in this manner. This is done for defensive purposes only. 
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With respect to foreign rights, the contract clause provides that the contractor 
has the exclusive right to file for foreign patents within 9 months from the 
date of the filing of the U.S. application. The Government may request con- 
veyance of the contractor’s entire rights, title, and interest in inventions in each 
foreign country in which an application has not been filed within the time speci- 
fied, subject to a reservation of a nonexclusive and royalty-free license to the 
contractor with the right of the contractor to grant sublicenses. 

All subeontractors are required to convey similar rights to the Government 
or the prime contractor must seek a waiver of that requirement from the con- 
tracting officer. In the event that the waiver is not granted, the prime 
contractor may not proceed with that particular subcontract. 

Where work under the contract is to be performed outside the United States, 
the contractor is also required to disclose inventions, He has the exclusive right 
to file applications on such invention within 9 months after the date of dis- 
closure to the contracting officer. The U.S. Government shall receive the same 
type of license as in the domestic case with respect to any patent issued. 

I would like to make it clear that if at any time the Department determines 
that title to any particular invention should not be allowed to remain in private 
hands, we have the flexibility to contract for the reservation of title in the 
Government. However, to do so would be a departure from policy. 

To repeat, our general policy as expressed in our patent clause is to require 
disclosure of all inventions, a statement of election by the contractor as to whether 
he has filed or intends to file a patent application thereon, license to the Govern- 
ment with the right reserved to the Government to acquire all rights in the 
invention if the contractor elects not to file and the Government has determined 
that it is worthwhile to file a patent for its protection. 

I think the committee would be interested in knowing that we now hold title 
to active patents in approximately 5,500 inventions as of June 30, 1959. 

Historically, the patent policy of the Department of Defense was and is the 
result of operating experience of the Department and the military departments 
prior to the establishment of the Department of Defense. Section IX of 
the ASPR, which covers patent and copyright matters and technical data, was 
the first uniform statement of general policy on the subject that covered all 
military services. It was promulgated on July 1, 1949, and incorporated the 
principles which the military departments had found through their experience 
to be most workable and effective to meet their needs. 

There has been only one major revision to the patent policy of the Department 
of Defense as set forth in section IX. This came about after exhaustive con- 
sideration by an Armed Services Patent Policy Review Board in 1952 and an 
extensive review and coordination within the military departments, the ASPR 
committee, industry, and special consultants. The revision was issued on 
January 4, 1955. The principal changes were to correct certain features of the 
former policy that had proved through experience to be undesirable. For 
example, the revision eliminated the statement of conditions under which the 
contracting officer should make a determination whether the Department of 
Defense should acquire title to inventions. This change does not prevent the 
Department from obtaining a title, but has the effect of requiring that the 
affirmative decision to take title be determined at departmental level rather 
than at the contracting officer level. Other changes included prohibiting the 
negotiation for background patent rights if the invention had been reduced to 
practice as an incident to procurement of supplies. It also eliminated technical 
data from the operation of the patent rights clause and made it a subject for 
separate treatment. 

In short, the changes moved farther from the title concept to the license con- 
cept. Our experience under the present policy has been good and no changes 
of concept are needed to satisfy Department of Defense requirements. 

The foregoing formulation and evolution of policy was influenced by the 
reports of various commissions, presidential and congressional studies, and 
boards within the Department. The divergent views as to rights in inventions 
arising out of Government-sponsored research have existed for a number of 
years. The statements below represent the two sides to the question. 

The Report of the Attorney General to the President on Patent Policies and 
Practices of Government and Agencies Relating to Inventions of Their Em- 
ployees and Contractors (1947). This report stated at page 76: 

“Recommendations of Attorney General: 1. As a basic policy, all contracts for 
research and development work financed with Federal funds should contain a 
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stipulation providing that the Government shall be entitled to all rights to 
inventions produced in the performance of the contract.” 

The Second Report of the National Patent Planning Commission (1944) at 
page 24 made the following recommendation : 

“It has been urged with considerable theoretical justification that there should 
be a uniform patent clause in all Government research and development con- 
tracts. The Commission has concluded that a single uniform practice would 
be unfeasible and undesirable from the standpoint of the Government. The 
ownership of inventions resulting from such contracts cannot be fairly deter- 
mined by an arbitrary or fixed rule but should be established in each situation 
in accordance with the applicable circumstances. The Commission believes, 
however, that, since the Government has no need of the right to exclude con- 
ferred by a patent and does not enter into ordinary commercial enterprises in 
competition with its citizens, full ownership of patent should not ordinarily 
be asserted by the Government. An exception to this policy would be the situa- 
tion in which private ownership of the patents would conflict with national in- 
terest. In those cases in which the Government does not acquire ownership of 
the patents, it should ordinarily receive as a minimum a royalty-free license. All 
negotiations in connection with research and development contracts, as well 
as the drafting of the contracts themselves, should be performed as now, by the 
agencies involved.” 

All elements of the Department of Defense have opposed legislation or any 
administrative requirements which would tend to impose the title theory upon 
the research and development and contracting provisions of the Department of 
Defense. On every oceasion in which the matter has been under consideration, 
strong opposition has been voiced by the Secretaries of Defense, Army, Navy, 
and Air Force. Kenneth C. Royall, while Acting Secretary of War, in a letter 
dated January 27, 1947, to the President pertaining to the title theory advocated 
by the Attorney General’s report, stated : 

“* * * T am satisfied that adoption of the recommendations would wreck the 
War Department’s research and development program.” 

Secretary of the Army Frank Pace, Jr., in a letter dated July 25, 1951, to the 
Director of the Bureau of the Budget, in commenting on injecting the title theory 
into a Senate bill, stated: 

“The enactment of S. 323 including such provisions relating to inventions and 
patents as recommended by the Department of Justice would seriously impede 
and cripple the armed services research and development program.” 

James Forrestal, in a letter to the President dated January 29, 1947, while 
Mr. Forrestal was Secretary of the Navy, speaking in opposition to the title 
theory, stated : 

“This would create dangerous rigidity which would certainly impede and might 
altogether imperil the prosecution of a vigorous and effective research and de- 
velopment program. * * * Actually, in my considered view, as I have already 
stated, we are dealing not with a bare possibility but with an extreme probability 
that serious harm would follow.” 

Mr. C. EB. Wilson, while Secretary of Defense, submitted the following state- 
ment to the Subcommittee of Committee on Appropriations, House of Representa- 
tives, during February 1956: 

“It is fair for the Government to receive from its research programs only a 
royalty free nonexclusive license with respect to inventions conceived or first 
actually reduced to practice under our research and development contracts, and 
to permit the research and development contractor to retain title to the patent 
and the right to collect royalties on all commercial production. The principal 
reason for believing that the above is fair grows out of the fact that the Govern- 
ment is accorded all of the rights which it needs, i.e., to use itself or to authorize 
its contractors to so use. It follows that acyuisition of the complete title would 
mean obtaining more rights than the Government needs. 

“It is right for the research company to share, since: 

“(a) It is the best incentive to our contractors to invent. Asa matter of inter- 
est this incentive is recognized within a large segment of industry wherein the 
concerns have entered into employment agreements with their scientists and 
engineers under which they either share the results or even permit the em- 
ployees to retain commercial rights. Under these circumstances, the incentive 
would be for the employee-inventor to work on those projects which offer a 
potential return to him and to disregard governmental work if these did not 
offer that potential return. 
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“(b) Experience over a number of years leads to the strong conclusion that 
the research organizations of industrial organizations are not available for 
hire at all, but if they could be made available, the Department of Defense 
eould not, within existing appropriations levels, possibly pay the costs of doing 
business on that basis. In short, adoption of the full title concept would wreck 
our research and development program. The importance of that program is 
well known to this committee. 

“The remaining question of interest to this committee is what would the 
Government do with the greater rights than it needs if it acquired them. 
Among the avenues available are, first, it could embark upon the business 
of licensing the rights to commercial users for fees. Aside from the apparent 
problem of which user should the DOD license, and upon what terms, the end 
result is for the Government to project itself wrongfully into the industrial 
field. Secondly, a license could be granted to any person who requests it. This 
is not desirable since an invention to be valuable requires commercial exploita- 
tion. Licensees would be reluctant to invest the necessary capital unless assured 
of an exclusive position with respect to the items. Thus, full Government 
ownership of patents would have the ultimate effect of removing the patent 
from commercial usage.” 

Thus the Department of Defense patent policy is a considered distillation and 
refinement of years of operating experience. The important factors which are 
embodied in the policy are as follows. The mission of the Department of De- 
fense is the defense of the United States. Thus, the Armed Forces must be pro- 
vided with weapons which incorporate the most advanced technology. In order to 
obtain such weapons, it is necessary to compete with the demands of the civilian 
market for the scientific, technological, and engineering resources of American in- 
dustry because we depend upon industry to produce the weapons we need. What 
are the motives of industry in assembling these resources? It is necessary to be 
realistic about this. Industry is in research to design and create products to sell. 
Research must have a production line payoff in industry. If industry lost its 
hope of the commercial market through a requirement that title to the inven- 
tions resulting from Government work be vested in the Government, our ability 
to secure the services of qualified and competent firms would be impaired. 
Since we must compete successfully for the scientific resources of industry, we 
must provide all of the incentive consistent with national interest. Our patent 
policy is a part of that incentive. 

At the same time, our policy is aimed at protecting the interest of the United 
States. In determining the question of the division of patent rights resulting 
from research and development financed by the Department, we find our only 
need for patent rights is for a license to use the patented invention and so we will 
not have to pay twice. We buy only that which we need. This gives effect to 
the historical and traditional policy that the Government does not engage in 
commercial enterprises in competition with its citizens. It would be a waste of 
time, energy, and money for the Armed Services in their contracting to require 
rights, which, if obtained, would not be used. 

I now wish to turn to a discussion of the acquisition and use of technical data. 

The Department of Defense policy on the acquisition of data is set forth in 
part 2 of section IX of ASPR. Our policy on the acquisition of data is to en- 
courage inventiveness and to provide incentive therefor by honoring “proprietary 
data” resulting from private developments and hence to limit demands for data 
to that which is essential for Government purposes. 

In a contract which has as one of its principal purposes experimental, devel- 
opmental, or research work, and calls for models of equipment or practical 
processes, the contractor is required to furnish for the price of the work all data 
resulting directly from the performance of the contract whether or not it would 
otherwise be “proprietary data.” The contractor is required to furnish all data 
necessary for reproduction or manufacture of the equipment or performance of 
the process which is developed. 

Data is not required for standard commercial items provided the contractor 
identifies the source and characteristic of such items. Nor is “proprietary data” 
required for items including minor modifications which were previously developed 
at private expense and have been offered for sale, provided the contractor identi- 
fies these items and the “proprietary data” pertaining thereto which is necessary 
to enable the reproduction or manufacture of the item or performance of the 
processes. The one situation where a contractor may be compensated separately 
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for use of “proprietary data’ occurs when the contractor asserts and it is de- 
termined in the negotiation preceding the execution of the contract that such 
previously developed “proprietary data” is necessary for the product called for 
in the contract in which case payment may be made for the use of such data if 
the contractor so requests. 

In supply contracts and subcontracts thereunder, “proprietary data,” if ob- 
tained, is subject to specific negotiation for such data, and the data will be 
listed as a contract item. If data in this instance is obtained, the Government's 
rights to use depend on whether it is to establish additional sources of supply. 
In that case, it is obtained without limitation as to its use. However, if it 
is obtained for a limited purpose such as emergency manufacture, it is obtained 
subject to limitation as to its use. 

The need for “proprietary data” to establish additional sources of supply 
arises when it is necessary to insure fulfillment of current and mobilization 
requirements or to establish competitive sources to avoid unreasonable prices. 
If neither of these conditions is present, the contracting officer is free to make 
repetitive purchases of equipment from the original developer. This policy 
honors the “proprietary data’ developed at the expense of the contractor and 
gives effect to our policy of fostering private development of items having mili- 
tary usefulness. It is considered unethical to make the delivery of privately 
developed manufacturing trade secrets a condition to the obtaining of a Govern- 
ment contract. 

The cost of acquiring “proprietary data” is difficult to derive. It is safe to 
say, however, that it would include the recovery of the research, engineering, 
and development costs involved, plus the loss of profits from future sales by 
competitors. 

Our policy with respect to subcontractors in this area is that the prime shall 
obtain from the subcontractor only that data which is needed to satisfy the 
contractural obligations of the prime contractor to the Government. Any data 
acquisition by the prime contractor over and above these requirements should 
be subject to the process of bargain and sale between the prime and the sub- 
contractor, as in any other business transaction. 

To conclude the subject of acquisition of data resulting from Department 
of Defense contracts, the policy seems to be fair to the Government and to 
the contractor. It is in the best interests of the United States to encourage 
the development of items at private expense and, accordingly, we wish to 
encourage this by honoring the data resulting from such endeavor. 

The committee is properly concerned with the dissemination of technical in- 
formation as more particularly stated by Senator Long in a press release, quoted 
below in pertinent part: 

“Government policies have also been criticized for impeding the flow of vital 
technical information developed at Government expense, thereby slowing down 
our scientific progress. 

“In view of the Soviet threat we must insure that essential scientific infor- 
mation is readily available to all sectors of our economy. At this crucial time 
we can ill afford the luxury of hiding significant technological advances in 
corporate closets.” 

We are in agreement with the statement as it relates to the need for dissemi- 
nation of scientific and technical information. 

Technical information embraces a spectrum which runs from simple instruc- 
tions on how to use equipment, maintain it, and to manufauture it to the most 
learned treatises on scientific phenomena, human behavior patterns, and the 
social and applied sciences. 

At the low end of this spectrum, operational and maintenance data is re- 
ceived pursuant to contract requirements as an end item to be delivered with 
the equipment. Generally, no real scientific purpose is advanced by dissemi- 
nation of such information to the general public. 

Manufacturing information is usd in future procurements and to that extent 
it is disseminated particularly through formally advertised procurements. It 
may be otherwise disseminated as in the manner of scientific treatises discussed 
later on. 

The more advanced material is distributed or made available through the 
Library of Congress, the Office of Technical Services of the Department of Com- 
merce, the Armed Services Technical Information Agency (ASTIA), and the 
National Science Foundation, to name a few of the sources. 
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An exhaustive outline of governmental policy on the subject is contained in 
the hearings before the Committee on Science and Astronautics, House of Repre- 
sentatives, 86th Congress, 1st session, dated May 25, 26, 28, June 2, and 17, 1959, 
and entitled ‘“‘Dissemination of Scientific Information.” The Department of 
Defense statement will be found on pages 43-47, and is recommended to the 
subcommittee’s attention. 

One of the pressing problems in the field is that so much information is 
available. What methods of recording, classification, communication, including 
machine techniques, are necessary to bring the information to those who need 
it isa matter presently under widespread investigation. 

Unclassified information is available generally to the public; classified infor- 
mation is available, consistent with security requirements. Apart from security 
requirements, availability of copies, number of personnel to process requests, and 
nondisclosure of confidential submissions, technical information is available to 
the public. We have no basis to state whether technological advances are hid- 
den in corporate closets; if they are, it is not pursuant to our policies. 

The committee has requested an analysis of the economic effects of our patent 
policies, particularly in relation to concentration, competition, and small busi- 
ness. First, let it be repeated that our patent policy is to leave the title to the 
invention in the contractor with the Government receivinga royalty free license 
to use the invention. 

Whether this contributes to economic concentration is a matter upon which 
there is a dearth of facts upon which to base an objective judgment. We have no 
objective judgment on the question. Any subjective judgment must recognize 
that concentration of economic power can result from many factors, such as 
good management, ability to control basic resources, and many others, including 
through patents a recognized legal monopoly. To identify the many elements 
and to assign such elements their relative weight falls outside the mission of 
the Department of Defense. 

The problem itself is very complex. It is believed that data reflecting merely 
the dollar amount of contracts and the total business volume of contractors ob- 
taining them does not accurately present the picture. Of importance in the 
analysis would be the proportion of dollars going to invention-producing activi- 
ties as opposed to developmental costs; the nature of the inventions produced— 
whether basic innovations or simple improvements, whether potential com- 
mercially or useful only militarily; whether the policy of the patent holder 
toward licensees was restrictive or liberal; whether the Government was the 
chief user of the invention; and so on. There would also have to be a reasoned 
estimate of the real effect of patents in producing economic concentration. 

Such a study as it relates to patent policies of Government agencies was estab- 
lished as Study Group 14, Government Contract Patent Policy, by the Chairman 
of the Task Force for Review of Government Procurement Policies and Pro- 
cedures, with the Honorable Robert C. Watson, Commissioner of Patents, as 
Chairman. Because of the lack of meaningful facts in this field, negotiations 
are now being concluded to secure the help of the Patent, Trademark, and Copy- 
right Foundation of the George Washington University. 

In addition, there are the important long-range studies of Subcommittee on 
Patents, Trademarks, and Copyrights of the Committee on the Judiciary, U.S. 
Senate, now in progress, which also seek answers to the problem. 

In the committee’s letter to the Department, reference is made to the Attorney 
General’s report of 1956 to the effect that some Government agencies are liberal 
“in giving away patent rights.” 

The Department of Defense with its large research budget and its patent 
policy is among those so described. I wish to emphasize that in our view 
we do not “give away” patent rights. We do not bargain for title, so we do 
not have title to give back. We seek the best scientific and technological re- 
sources we can find and our research and development contracts must be awarded 
to the firms which have these resources. Our aim is to buy the most advanced 
technological equipment. That equipment is what we are paying for. It is 
not for patent rights which may or may not materialize. Patent rights are a 
byproduct, not an end product of the contract. 

One contract from Defense will not provide compensation for taking all the 
inventiveness of a contractor. It is no compensation for the background 
talents, plant, and facilities that made invention possible. 
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With respect to effect of our patent policy on competition, we take into ac- 
count that we are operating in economy which is based on a competitive free 
enterprise system. The patent system is an integral part of that system. We 
have considered how we should fit our treatment of the division of rights in 
inventions in such a system. It must be recognized that a U.S. patent is a 
legal monopoly. It rewards the inventor by giving him the power temporarily 
to exclude others from using the invention he patented. It gives him time and 
incentive to develop and market the invention, thus making it available for pub- 
lic use. In return, he must disclose it and the knowledge is made available to 
the public upon payment of 25 cents for a copy of any patent. 

As I stated earlier, we have title to 5,500 patents in inventions. They are 
available to the public. Any reputable person or firm can, upon application, 
receive a royalty-free, nonexclusive and revocable license to practice or use the 
invention. Practically speaking, they can use it without permission and run no 
real risk of the Government suit for the infringement. We have no economic 
interest such as income from royalties to protect. We are not in the business of 
selling patent licenses; a license to a Government-owned patent is relatively 
worthless since it does not afford the recipient investment protection on the 
basis of a right to exclude others. 

The competitive advantage resulting from inventiveness and ingenuity is 
lost when it is placed in the public domain. The right to exclude, considered 
to be an inducement and an incentive to dispose personnel and plant resources 
to the development and commercial exploitation of the invention is lost. Would 
this capital be so disposed if the innovator knew that anyone could copy the in- 
vention with impunity? 

I am sure the committee would be interested in knowing the views of the 
Small Business Industry Advisory Committee to the Department of Defense. 
In October 1957 one of the members proposed that small business should be 
exempted from the requirement of the grant to the Government of a royalty- 
free license. The committee considered the question and on February 4, 1958, 
passed the resolution quoted below : 

“That it is the sense of this committee that small business does not wish 
preferential treatment, but equitable treatment, as compared to big business. 

“It is further resolved that with express regard to patent rights resulting 
from research and development contracts with the armed services, that it is 
recommended that the Department of Defense preserve its existing policy of 
taking royalty-free licenses on inventions conceived and reduced to practice at 
its expense but not including any background inventions conceived and reduced 
to practice by the contractor prior to receiving the research and development 
contract.” 

To conclude, I consider our patent policy is in the best interest of the United 
States. It is designed to provide the incentive for American industry to under- 
take the scientific and development work so sorely needed in our present and 
future weapons. If we are to forge ahead in this age of rapid technological 
development and resulting rapid obsolence, we must continue to recognize, re- 
spect, and encourage all the inventive genius which this Nation can muster. 

I wish to recommend to the committee that in any situation where a Gov- 
ernment agency must use the private industrial, scientific and technological 
resources of the United States that are organized for profit that such agency be 
allowed to fit itself in the patent system in a manner calculated to provide such 
organization with an incentive to seek Government contracts and once obtained 
to employ their best resources in the performance of contract. This is best done 
in our opinion by leaving the commercial rights with the contractor. 


Senator Lone. We will resume here at 3 o’clock. 
. (Whereupon, at 1:15 p.m., a recess was taken until 3 p.m., the same 
ay.) 
AFTERNOON SESSION 


Senator Lone. The committee will come to order. 
Is Mr. Maclay here? Wewill call Mr. Maclay. 
Will you summarize your statement, sir. 
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STATEMENT OF W. D. MACLAY, ASSISTANT ADMINISTRATOR, 
AGRICULTURAL RESEARCH SERVICE, DEPARTMENT OF AGRI- 
CULTURE; ACCOMPANIED BY S. P. LEJKO, ASSISTANT TO THE 
ADMINISTRATOR, AGRICULTURAL RESEARCH SERVICE; T. SEE- 
GRIST AND R. HOFFMAN, OFFICE OF GENERAL COUNSEL, DEPART- 
MENT OF AGRICULTURE 


Mr. Macrtay. Mr. Chairman and members of the subcommittee, I 
am W. D. Maclay, Assistant Administrator of the Agricultural Re- 
search Service, Department of Agriculture. 

With me on my left is Mr. Stephen Lejko, Assistant to the Ad- 
ministrator of the Agricultural Research Service; and to my right, 
Mr. T. Seegrist, and Mr. R. Hoffman who are of the Office of General 
Counsel of the Department of Agriculture. 

Mr. Chairman, you have received a letter from the Department 
stating its practices with regard to such patent rights. 

Copies of this letter have been furnished to you with the intention 
that it constitute the formal statement of the position and practices of 
the Department of Agriculture on patent policies. (See p. 354 for 
peers statement. ) 

Briefly, it is the uniform practice of this Department to have con- 
tractors assign the patent rights in their inventions to the Govern- 
ment. 

Our research contracts are made under the authority of the 
Research and Marketing Act of 1946, Public Law 733, of the 79th 
Congress, which requires that the results of such research be made 
available to the public through dedication, assignment to Government 
or such other means as the Secretary of Agriculture shall determine. 

Any patents resulting from applications filed by us on these in- 
ventions are freely accessible to the public on a royalty-free basis. 

I would like to take a moment and elaborate one point regarding 
the free accessibility to the public of Government-held patents. Such 
free accessibility has at times resulted in a reluctance on the part of 
private industry to invest capital in their practice of inventions 
covered by Government-held patents for the reason that some in- 
ventions require further development to make them economically 
feasible, as well as requiring the usual costs of promotion, and that 
the results of such further development would be available to com- 
petitors, 

This is true of inventions made by both Government employees 
and by contractors, and I am speaking now of the Department of 
Agriculture. 

For this reason, the Department of Agriculture has in recent years 
favored legislation which would empower the Secretary of Agricul- 
ture to grant exclusive licenses where such course of action was deemed 
desirable to secure utilization of Government-owned inventions. 

This concludes the summary of our statement, and we would be 
pleased to answer questions, 

Senator Lone. When was that decision first arrived at that you 
were going to ask to be given the right to permit persons to have 
private patents on things that had been developed by the Depart- 
ment of Agriculture? 

49646—60 23 
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Mr. Macray. These would be exclusive licenses for a limited time, 
not patents. 

Senator Lone. How long a time would you want? 

Mr. Mactay. I believe the time would be limited up to 5 years. 
Assistant Secretary Peterson testified, I believe, 2 years ago on that 
point on one of the bills which would expand utilization research. I 
think we have that statement here. 

(Pertinent parts of the statement are as follows :) 


HXHIBIT XIV 
STATEMENT OF S. L. PETERSON, ASSISTANT SECRETARY OF AGRICULTURE ** 


* * * We would now like to discuss our reasons for supporting the identical 
bills H.R. 13513 and H.R. 13605. These bills vest all authorities and responsi- 
bilities placed on the Department in the Secretary of Agriculture. This will 
permit the continued coordination of utilization research with all other agri- 
cultural research and thus enhance our opportunities to make progress in 
utilization research. In addition, these bills contain all the authorities in 8S. 4100 
that would materially aid in the conduct of our utilization and other research. 
These are: * * * 

Authority to grant exclusive licenses for limited periods for the use of Goy- 
ernment patents to carry out trial commercialization of hew crops or new uses 
for agricultural products. Many patents are issued year after year as the result 
of the Department’s utilization research. These patents are assigned to the 
Secretary and are available for use, free of any licensing charge, by a competent 
organization desirous of operating under them. Under these circumstances 
many industrial organizations are reluctant to invest sizable sunis in the develop- 
mental aspects of a new use or process covered by Government patent since they 
recognize that any other industrial organization can promptly take advantage 
of their experience and manufacture the same product. Were the Department 
able to grant an exclusive license for a limited period to a competent organization 
that is willing to undertake the expense of developmental studies on a Govern- 
ment invention, we believe the time when agricultural raw materials will be 
used for this purpose would be materially shortened. 

The exclusive licensing would provide a limited means for partially compen- 
sating industrial organizations for the cost of developmental studies. * * * 

Senator Lona. Does the law permit you to have any discretion about 

taking a patent right when you pay for the research? Does the 
present law permit y ou 

Mr. Macray. As far as our contracts are concerned it specifically 
states in the Research and Marketing Act that we take title to patents 
resulting from a contract for research. 

Senator Lone. How long have you been with the Department ? 

Mr. Mactay. Since 1940. In my present position only about 6 
months. 

Senator Lone. This recommendation to permit the exclusive 
licensing for 5 years, when was that recommendation made by the 
Department ¢ 

Mr. Maciay. May Task Mr. Lejko to comment on that ? 

Mr. Lesko. Mr. Chairman, that proviso was included in a number 
of bills that have been pending during the 85th Congress. It is also 
included in a number of bills currently pending before the Congress. 

Senator Lone. When was the first time you had any knowledge of 
that recommendation ? 





37a Statement presented Aug. 8, 1958, at a hearing before the House Committee on Agri- 
culture, 85th Cong., 2d sess., on a number of bills concerned with increased industrial use 
of agricultural products. 
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Mr. Lesxo. About 1958. I do not have the reference to the first 
bill available readily. We will be glad to supply it for the record 
if you wish.*® 

Senator Lone. As I recall, this administration made a recom- 
mendation along similar lines when the atomic energy bill was before 
the Senate about 1953, or 1954, and it was bitterly opposed. It was not 
like your recommendation, but a provision for private patenting of 
atomic energy, which was bitterly opposed before the Senate at 
that time. The Senate would not go along with it, and the result, 
of course, is the present AEC law which requires the Government 
to take patents. My impression is that such recommendations may 
very well be a policy which has been passed down from the White 
House or Cabinet level, because we are seeing these recommendations 
showing up in different places. I am curious to know just where it 
originally came from. 

Mr. Lesko. Mr. Chairman, it was included in S. 4100, which passed 
the Senate last year (85th Cong., 2d sess.). Under subsection 4(}) 
of S. 4100, it reads as follows: 

To grant exclusive licenses with or without payment of royalty for a fixed 
period of not to exceed five years for the use of patents under the control of 
the Department of Agriculture. 

Senator Lone. Is it over in the House of Representatives now ? 

Mr. Lesxo. A bill comparable to that was passed during the 1st 
session of the 86th Congress, S. 690, which also contained that similar 
proviso.” 

Senator Lone. Is there such a provision over on the House side 
now ¢ 

Mr. Lesko. Yes, sir; it is. 

Senator Lone. It passed the Senate ¢ 

Mr. Lesko. It passed the Senate on July 27, 1959. An identical 
proviso was contained in the House-passed version of the bill on Sep- 
tember 1, 1959. 

Senator Lone. I did not know it was in there. 
escaped the notice of other Senators, too 

On the whole, do you feel that putting inventions in the public 
domain has retarded their production or exploitation. 

Mr. Mactay. Our experience has shown that if the patent or the 
process or the product covered by the patent has sufficient promise 
it has been pretty well taken up. 

I think there are many of our developments that are what might 
be called on the marginal level where, if we had authority to grant 
exclusive licenses for further development, it might be helpful to push 


them over the hump. Our ultimate objective is to use more farm 
crops. 


This may have 


Senator Lone. Of course, you and I agree that there is no pro- 
hibition whatever if anybody wants to do research at his own ex- 
pense, but do you know that practically all corporations that hire 
somebody to do research for them require as a condition of that con- 


tract that the fruits of that research would belong to the corporation ? 





%§. 4100, 85th Cong. 


*® S. 690, a bill to provide for the increased use of agricultural products, passed Senate 
July 27, 1959 (S. Rept. 193); passed house Sept. 1, 1959, with amended language of H.R. 
8639 (as of the close of 1st sess., 86th Cong., bill awaiting conference). 
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Mr. Mactay. That is correct; I am aware of that. 

Senator Lone. Can you see the analogy to the U.S. Government 
where we have a country of 170 million stockholders, and who pay 
to have certain scientific research done? Would it not seem to be 
just as good a practice for us as it would be for a corporation to do it? 

Mr. Mactay. Yes, I think the Department has always had that 
practice, This additional authority that we are talking about is not 
turning over the patent to anyone. Rather it would give us a little 
flexibility to promote certain of our developments. We do not have 
this authority at present. 

Senator Lona. How frequently has it happened that you have not 
been able to get the research done because of the inability to give the 
contractor exclusive rights 

Mr. Macuay. I do not know that that has occurred with us at all, 
Our contracting, by the way, is very small. The Department in re- 
cent years has had on of the order of $114 million to $2 million 
annually of research contracts. 

Due to the high cost of development-type research we have placed 
most of those contracts for basic research at universities and research 
institutions. 

Senator Lone. I might be in support of giving you that flexibility 
if you were going to get some money out of it, if you were going to 
charge some fees for it, and use that to do some more research, because 
I think it is a very fine thing, the research that you do. 

Mr. Mactray. I have seen in one of these bills where it would allow 
granting of these licenses royalty-free or to collect royalties, so it 
would seem to me there would be a certain amount of flexibility which 
we would have to further promote the use of agricultural products. 

Senator Lone. Have you found, or do you know of, instances where 
there has not been the capital available to develop something because 
the person could not get exclusive rights ? 

Mr. Mactay. No; I could not say or give you any specific cases 
because we have not had that authority, and so we have not really 
been up against it. 

Mr. Gorpvon. Mr. Maclay would the Department have objection to 
a proviso to your request, that to be able to grant 5-year exclusive 
licenses, the Attorney General of the United States would make a 
decision as to whether the granting of such an exclusive license would 
contribute to monopoly / 

Mr. Macray. I would not think there would be any objection. 

Mr. Ansperry. Have you had any difficulty in placing your research 
contracts due to this patent policy ? 

Mr. Mactay. Very little. There are certain universities that will 
not accept contracts because of our present patent authority. How- 
ever, they are very much in the minority. 

Mr. Gorpon. When a patent is not used for commercial purposes, 
could it not be due to a possible lack of demand rather than 





Mr. Mactay. I think many of our patents are of that type. The 
regional research laboratories which cover the utilization phase of 
agriculture obtain most of the patents. We get of the order of 60 to 80 
a year. I recently furnished information to the O’Mahoney subcom- 
mittee in which we cited about, 40 or 50 examples which had been 
commercialized to a considerable degree. I think that was out of a 
total of 1,000 or 1,200. 
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We have a policy that the patent people in our laboratories take a 
look at the published material, and if they think there is something 
patentable, we patent it. Many of those are not used. 

Mr. Gorpon. Do you actively try to promote the production of 
products on which the Department of Agriculture holds patents? 

Mr. Mactay. Yes. We actively try to produce new products or 
new processes to extend the use of agricultural products, and where 
those are patentable we take out patents on them. 

Mr. Gorpon. Do you think a monopoly position which an exclusive 
license grants, say, for a 5-year period, is essential in inducing invest- 
ment? Don’t you think that if there appears to be a demand for a 
particular commodity in the commercial market, that a producer 
would certainly start manufacturing it even if he does not have an 
exclusive license ¢ 

Mr. Mactay. I think there are degrees of that. I might say that 
there are many findings from our research that look very good, and 
a number of people will take the risk and go in and start development 
work. There are others that may be marginal, and if we had this 
flexibility, it would be helpful. I think each case would have to be 
taken on its own merits to see how it might contribute to the solution 
or to the attainment of our overall objective. 

For example: the patent on frozen orange juice concentrate which 
was developed cooperatively by the Department and the Florida Citrus 
Commission has had wide use. 

I believe this development returned to the farmer in the 1958-59 
season something like $120 million for oranges that were processed 
into frozen orange concentrate. The use of this process developed 
very rapidly, and I do not believe that the Department’s patent policy 
slowed down development. 

Mr. Ansprrry. Have you any other cases similar to the frozen 
orange juice ? 

Mr. Mactay. There is another excellent one. The patent on the 
method of applying insecticides, with an Aerosol dispenser was orig- 
inated in the Department in 1943 and it holds the patents. That has 
grown to where something like 250 products are being applied by the 
Aerosol method, all the way from insecticides to shaving cream. 

The latest figures for 1958 showed 500 million of those containers 
were used in products, with a value or about $600 million. 

About 125 U.S. companies applied for licenses for the Aerosol de- 
velopment, and that way of dispersing various products. Its use may 
have been slowed down, but it is widely used. 

Mr. Ansperry. Do your available figures readily show the cost to 
the Government in developing those 2 patents? 

Mr. Mactay. Yes, we could make estimates. I do not have the one 
on the Aerosol development * but the work on the frozen orange con- 
centrate for salaries and expenses was estimated at $70,000. 

Mr. Srurrs. You do not get royalties on either concentrate or on 
any of these products ? 

Mr. Mactay. No, sir. Those are all royalty-free. They merely 
apply for licenses, and anyone that is considered reputable in the 
field obtains a royalty-free license. 





“ The figure subsequently supplied by Mr. Maclay was $90,000. 
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Mr. Strutts. Do you feel that the public interest would have been 
served if you had given, let us say, Minute Maid a 5-year exclusive 
license to use the orange concentrate ? 

Mr. Macray. No, I think it is only in those cases where no one is 
apt to take up those things that you might be able to put over the 
top with additional incentive 

Mr. Sruurs. If you are empowered to issue exclusive licenses, isn’t 
there a danger that businessmen may say: “We don't want to touch 
it. We know that you can give us an exclusive license, so, therefore, 
we won't do it unless you give us an exclusive.” 

Mr. Mactay. No, I think you would have to take individual cases. 
But I would think in the case of frozen orange concentrate, peni- 
cillin and the Aerosol, those are very obvious ones that they really 
click just like that. 

Mr. Srouuts. Thank you. 

Senator Lone. Would you give us a few examples of some of the 
things that have been done to help Louisiana in the way of 

Mr. Mactay. I might give you some instances. These have not 
been done by contract. You see, our contracting is very, very small. 
Take, for instance, a case like the frozen orange concentrate that 
was done in our own laboratory—that was not done by contractors, 
but we have the same policy on contracts as we do on all of our 
research. 

Senator Lone. Right. 

Mr. Mactay. We have here 24 patents or those in process that have 
resulted from contract research. 

Senator Lone. You do a fair amount of your own research then, 
I take it? 

Mr. Mactay. Yes. The total agricultural research figure for 1959 
was $89,644,000; the contract research was of an order of $2 mil- 
lion. It is a very small part of the Department of Agriculture 
research effort. 

Mr. Gorpon. Will you submit for the record—I do not mean now 
but within the next week or so—what the results of your research 
on sugarcane, rice, and cotton and how it has helped the farmer, 
the farm-product processor, the farm machinery manufacturer, and 
the consumer ? 

Mr. Mac tay. I will be glad to do that. 

(Information subsequently supplied by Mr. Maclay:) 





EXHIBIT XV 


USDA RESEARCH DEVELOPMENTS ON COTTON, SUGARCANE, AND RICE, OF BENEFIT 
TO LOUISIANA AGRICULTURE 


COTTON 


Researches conducted by the Agricultural Research Service and the Agricul- 
tural Marketing Service of the Department in collaboration with the Agri- 
cultural Experiment Stations of Louisiana and neighboring States, the cotton 
and cottonseed processing industries, and marketing organizations have been 
effective in keeping cotton, sugarcane, and rice important crops in Louisiana. 
The following are selected examples of research developments which have 
benefited the producer, processor, merchant, and consumer. 

Fiber quality and genetics research formed useful guidelines for developing 
Louisiana’s superior variety, Stardel. Knowledge and seed stocks are avail- 
able for further improvements such as freeing the seed from the toxic substance 
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gossypol and the leaf from hairs that make it difficult to remove leaf trash 
during ginning. 

Disease control research has led to stand improvement. About 65 percent 
of the planting seed in Louisiana now are treated with a fungicide. Seed 
stocks are available for further reducing disease hazards to production by 
preeding for resistance to verticillium and fusarium wilts and bacterial blight. 

Defoliation research has resulted in an estimated 178,000 acres of Louisiana’s 
eotton acres being treated with harvest aid chemicals, according to the latest 
estimates available. 

Insect control research has been conducted in Louisiana by the Department 
since 1909 and has provided control measures for boll weevils and other insects. 
These measures have enabled growers to prevent devastating losses. Present 
research is directed to overcoming the resistance that the boll weevil and other 
insects are developing to currently used insecticides. 

Weed research scientists have developed efficient chemical and cultural 
methods for control of weeds in cotton at an approximate saving of $5 per 
acre. In 1959, it is estimated that about 100,000 acres were treated in Louisi- 
ana, resulting in a saving of $500,000 to the cotton producers in the State. 

Agricultural engineering research has led to improvements in mechanized 
eulture and harvesting equipment and methods of operation. Ginning re- 
search has resulted in developing equipment and procedures for cleaning me- 
chanically harvested cotton, for more efficient ginning operations, and for 
reducing damage to the fiber during ginning operations. 

A new opening-cleaning machine for use in textile mills was developed and 
is in commercial use. Compared with previously available equipment, the 
new opener-cleaner has about doubled the cleaning efficiency and causes only 
half the fiber loss, with the result that more efficient use is being made of 
low grade mechanically harvested and handsnapped cotton. 

Some 800,000 bales of cotton were used last year that would not have been 
used but for the development of the new wash-wear, wrinkle-resistant finishes. 
Fundamental research by the Department has provided valuable information 
for the commercial development of new and improved wash-wear finishes, and 
the Department has developed several improved finishes that have good com- 
mercial potential. 

Cottonseed meal has been made suitable for broadened use as a high-protein 
supplement in swine and poultry rations. Previously, the presence of the pig- 
ment gossypol made the meal toxic to hogs and chickens. In cooperation with 
the National Cottonseed Products Association, State agricultural stations, and 
industry, techniques were developed to insure proper control during processing 
and to test the meal produced, so that a more nutritious product could be 
obtained. In recent years. nearly a quarter million tons of cottonseed meal— 
worth about $15 million—has gone annually into mixed feeds for broilers. 

An efficient, versatile process for extracting oil from oilseeds has given small 
and medium size mills a means of lowering operating costs and increasing 
yields. Called filtration-extraction, the new process was first applied success- 
fully to commercial production of oil and meal from cottonseed and soybeans, 
but it is also suitable for peanuts, flaxseed, sesame, castor beans, and rice bran. 

Research has resulted in improved work methods and materials handling 
equipment for use in transporting and stacking bales in the warehouse and for 
unloading or loading bales from or onto road trucks and rail cars. It is known 
that a large number of compresses and warehouses have reduced their charges 
for basic services by 25 to 40 percent as a direct result of the adoption of 
the handling methods recommended. Roughly 15 to 20 percent of the cotton 
grown in the Mississippi Valley is produced in Louisiana. 

Research was undertaken to provide quantitative measures of the effect of 
different ginning practices on the quality and use value of cotton and to develop 
practical guides to the profitable use of cleaning and conditioning equipment 
involving commercial mill tests to measure the effect of ginning practices on 
use value of cotton. 

Another line of research undertaken to determine the effect of the use of lint 
cleaners on returns to farmers showed that the use of both one- and two-line 
cleaners generally resulted in substantial grade improvement, particularly for 
Bright or Light Spotted cotton. 

In a recent study about men’s preferences for fibers in selected clothing items, 
cotton was found to be the outstanding fabric for all but 2 of the 11 items studied. 
Similar results were reported for women’s and girls’ items of apparel, and such 
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results have been used for promotion. A special presentation to members of the 
textile industry which emphasized potentialities for increased fiber use in 
rainwear based on the results of a number of studies helped stimulate the 
increased use of cotton in the manufacture of rainwear. 


SUGARCANE 


The sugarcane industry in Louisiana was saved from destruction and returned 
to a favorable economic status by the use of disease-resistant varieties, developed 
through a carefully planned and efficiently executed basic and applied research 
program. Producers of sugarcane have probably received the greatest direct 
benefit from this valuable research. For example, in 1926 the average yield 
of cane per acre in Louisiana was 6.7 tons (total yield of sugar for the State was 
47,166 tons). This crop failure was due to the devastating effect of mosaic, a 
virus disease that greatly reduced yields of susceptible varieties available at that 
time. Effective research provided mosaic-resistant varieties that gave prompt 
relief to this critical situation. In spite of numerous problems, continuous 
research since that date has produced superior varieties that are more resistant 
to diseases and low temperatures, and that are higher in quality. This has 
resulted in more efficient production and higher yields per acre. Approximately 
30 years later, in 1957, the average yield of cane was 24.5 tons per acre (total 
yield of sugar was 397,000 tons). Losses from new diseases, such as the ratoon 
stunting disease, have been reduced by control methods developed through 
research. 

Cooperative experiments with Louisiana Agricultural Experiment Station 
have resulted in the recent recommendation of endrin for the control of the 
sugarcane borer. This insecticide is much more effective than those formerly 
used. United States Department of Agriculture entomologists have developed 
an effective method of controlling soil arthropods attacking sugarcane. In 
heavily infested fields, yield increases of 6 tons per acre of cane may result 
when these pests are controlled. 

The scarcity of labor in Louisiana during and following World War II pre- 
sented a catastrophic problem to the sugarcane industry. Through research, 
varieties adapted to mechanized harvesting were developed and made available 
to the industry. Engineering research provided equipment for harvesting these 
erect-growinzg, lodging-resistant, uniform-maturing varieties, greatly reducing 
the labor requirement at harvest time. During recent years, equipment manu- 
facturers have developed more efficient machinery capable of harvesting even 
lodged sugarcane, and a wide range of equipment for cultivating, fertilizing, 
and applying insecticides and herbicides to the crop; the sugarcane industry 
is highly mechanized at this time, providing an important source of income 
for manufacturers of equipment and at the same time, lowering the man-hour 
requirement for producing a ton of sugar. 

The milling and processing qualities of new varieties of sugarcane need to be 
known for selecting those varieties most suitable for commercial production. 
Cooperative pilot-plant evaluation of juice extraction efficiency, clarification 
effectiveness, and sugar yields for new varieties are made with the Audubon 
Sugar Factory at Louisiana State University to give the sugarcane industry 
this necessary information. 

Research has demonstrated that fresh cane delivered to sugar processing 
mills immediately after harvesting yields a higher percentage of recoverable 
sugar than cane left in the fields for varying lengths of time after cutting. On 
the 250,000 acres of cane harvested in Louisiana alone for sugar production, 
an estimate annual saving of $2.5 million has resulted from the average im- 
provement in delivering cane to the mills 24 hours earlier than was the practice 
before results of this research were available. 

At the request of, and in cooperation with the American Sugarcane League 
and the Louisiana Farm Bureau, research was initiated under contract with 
Louisiana State University to find more precise methods of sampling and 
laboratory analysis of sugarcane samples. Improved sampling and testing 
procedures will permit the use of price incentives for producers to use improved 
varieties and practices, and provide a more equitable basis for payments to 
producers. More efficient methods and equipment for sampling and testing 
will also reduce the cost of this operation to the raw sugar mills. 

Research on the possibilities for increasing the market for bagasse points 
out that the most promising outlets are in the production of corrugating ma- 
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terial and pulp for blending with wood plup in the manufacture of fine, wrapping, 
bag, newsprint, and magazine papers, and of linerboard. It is reported that 
a small commercial paper mill has been operating for several years in southern 
Louisiana utilizing bagasse as one of its raw materials. 

Three research reports on marketing molasses as a feed ingredient for live- 
stock have been issued. The first, on livestock feed use, showed molasses prices 
to be lower than equivalent feeds in many areas. The second report dealt with 
methods, costs, and practices of molasses transport between producing areas 
and feed markets. The feed-mixing industry, as a potentially expandable 
market for molasses, was the subject of the third report. This research has 
materially aided in the development of feed markets for molasses, vitally needed 
because of the loss of the major industrial alcohol market for molasses to 
synthetic products. 

RICE 


All rice varieties grown in the United States were developed in cooperative 
Federal-State research projects in the country. For example: Rexoro is a 
long slender-grain variety that cooks dry and flaky. It is the leading variety 
that is parboiled. When treated in this manner, it is suitable for the canned 
products manufactured by several processors. Lacrosse and Gulfrose, medium- 
grain varieties developed in cooperative studies in the South, are resistant to 
the hoja blanca disease of rice. This disease was widespread in Louisiana in 
1959. These varieties are being increased so they can be used to prevent wide- 
spread losses in case hoja blanca becomes epidemic. Nato, a medium-grain 
variety that resists lodging, responds well to fertilizer, produces excellent mill 
yields and meets the demands of a large segment of consumers and of processors 
of dry cereals. These varieties are adapted to modern methods of harvesting and 
handling by machines. 

Rotation systems of rice and improved pastures have been developed by re- 
search thereby increasing the economy of rice production and the carrying 
eapacity and beef yields of the pastures. Research on fertilizers for rice has 
established the best rate and ratio of fertilizer and the optimum time for appli- 
cation. Weeds that commonly infest rice fields can be controlled by using the 
methods and materials that have been developed by research. 

Diseases that cause losses in yield and quality of rice now can be controlled 
by using methods developed through research. Specifically, seedling blight can 
be prevented by using fungicides and straighthead can be controlled by using 
the correct irrigation method or by growing a resistant variety. Research on 
hoja blanca, a virus disease, has revealed the vector and identified resistant 
varieties. 

Research on rice field insects has resulted in the development of insecticidal 
control methods for the rice stinkbug which is the main cause of pecky rice. 
Savings in drainage and irrigation expense to the rice grower resulted when 
research by entomologists showed that in Louisiana damage to rice by the rice 
water weevil was negligible, and that spraying with insecticides or drainage to 
control this insect was not worthwhile. 

Rice harvesting is now mechanized and research has established the correct 
time to harvest, optimum drying temperatures and moisture content for storage, 
and proper facilities and methods to control insects and retain quality in bulk 
stored rice. 

There are varietal differences in the cooking and processing eharacteristics 
of rice. Research in this field has identified many of the physical and chemical 
characteristics that cause these differences so that breeding material can be 
tested in early generations. 

New operating procedures for drying short-grain and medium-grain rices 
have been developed, and are being adopted by industry, which may increase 
income of growers and millers by several million dollars annually. By the new 
procedures, plant drying capacities can be increased 50 percent without loss of 
quality and operating costs substantially reduced. Increased drying capacity 
permits more rice to be dried at optimum maturity and thus avoids cracking 
of kernels caused by field drying after maturity. 

Improved techniques for milling rice, applicable in present types of rice mill- 
ing equipment, have been developed. The new procedures, being put into com- 
mercial practice, give increased yield of whole undamaged grain (head rice). 
Milled rice production may be enhanced as much as $2 million annually by the 
new practices. 
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Research on rice distribution patterns provides the rice industry for the first 
time with fundamental information on the characteristics of the domestic 
market for rice on a State-by-State and on an aggregate basis. It also has pro- 
vided benchmarks for evaluating results of increased sales, educational, and 
promotional activities. 

The prevention of insect damage to rice as it is stored in the gulf coast States 
is the subject of an extensive research effort. One phase of the research is the 
use of protective sprays and dusts for rough rice stored in bulk or in bags. It 
was found that malathion and synergized pyrethrum could be used in amounts 
effective in controlling insects without exceeding tolerances established for these 
insecticides. 

A study of cost of operating 33 Southern rice mills (of which 14 were located 
in Louisiana) reveals that the larger the volume of rice milled the smaller the 
per unit cost of milling. Only small reductions in per unit cost were observed in 
mills which operated in excess of 1 million hundredweight of rough rice annually. 
The study was designed to provide basic information for the individual rice 
miller for possible use in cost reduction appraisal. 


Senator Lone. Thank you so much. 
(Prepared statement submitted by True D. Morse, Assistant 
Secretary of Agriculture, follows :) 


PREPARED STATEMENT OF TRUE D. MorskE, ASSISTANT SECRETARY OF AGRICULTURE 


DECEMBER 2, 1959. 
Hon. RUSSELL B. Lona, 
Chairman, Subcommittee on Monopoly, Select Committee on Small Business, 
U.S. Senate. 

DeEaR SENATOR LoNG: Reference is made to your letter of November 18, 1959, 
requesting a statement of this Department’s patent policies, an analysis of the 
economic effects therefrom, and whatever recommendations we may consider 
appropriate. 

From the third paragraph of your letter we presume that you are primarily 
concerned at this time with this Department’s policies relating to patents which 
may result from Government-financed research contracts with private industry 
or with universities or private research organizations, rather than such policies 
relating to employee-made inventions. 

Contracts for research by the Department of Agriculture are made under the 
authority of 7 U.S.C. 427, 427i, and 1621. Section 427i contains a provision that 
“Any contracts made pursuant to this authority shall contain requirements 
making the results of research and investigations available to the public through 
dedication, assignment to the Government, or such other means as the Secre- 
tary shall determine.” 

In accordance with the above-quoted provisions, the Department of Agricul- 
ture has consistently followed the practice of requiring a worldwide assignment 
to the Government of the patent rights in any inventions and patent applications 
arising from work carried out under research contracts. 

As a result of the above-stated policy and practice, our contractors do not 
themselves apply for any patents on inventions made by them since they do 
not retain any proprietary rights in these inventions; but such patent applications 
have been made by the Department of Agriculture itself, with the worldwide 
patent rights assigned to the Government. 

Any patents granted for such inventions are made available to the public 
under royalty-free nonexclusive licenses. This practice arises from an interpre- 
tation of an opinion by the Attorney General (24 Op. Atty. Gen. 320) that an 
exclusive license in a Government-owned patent may not be granted in the 
absence of statutory authority. 

It is our view that, since research or developmental contracts entered into 
by the Federal Government are paid for with public funds, the benefits should 
accrue entirely to the public. In addition, any discovery resulting from such 
contracts should also belong to the public. 

The nature of the research carried out by this Department, either in its own 
laboratories or in private laboratories under contract, is predominantly of a 
public service and utilization nature, as, for example, to discover new uses for 
agricultural products in contrast to the procurement type of research with 
which the defense agencies are concerned. A mere license to the Government 
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in any patent resulting from an invention or discovery made in the course of 
a research project of this Department would in most instances be a hollow 
gesture if the public itself did not have free access to the invention. 

While the cost of the research might be reduced by permitting the Government 
to share in the royalties, we believe that it would actually tend to increase the 
eost to the public since the contractor who had title to the patent could well 
arrange to recover from the ultimate consumer the share of the royalties which 
he had paid to the Government. 

For some years the Department has favored legislation to empower the Sec- 
retary of Agriculture to grant exclusive licenses for the use of patents under 
the control of the Department of Agriculture. While such proposal has not 
related expressly to the licensing of patents secured as a result of contract 
research, such patents were of course expected to be included. A provision for 
such exclusive licenses with a time limitation appeared as Section 9(b) of H.R. 
8639, 86th Congress, lst Session, which passed the House on September 1, 1959. 

Experience has shown that in some instances further developmental work has 
to be conducted before an invention, even though patented, can be put in a form 
which is economically feasible. Under the policy of granting only nonexclusive 
licenses, as the interpretation of the above-mentioned Attorney General’s opinion 
requires, some difficulty has at times been encountered in interesting the invest- 
ment of private capital for the commercialization of patents under the control 
of this Department. It is therefore believed that if some provision were made 
for the protection of a private investor by means of an exclusive license, even if 
only for a limited time, whereby he would be assured of the absence of competi- 
tion until he has carried out further developmental work and has established 
himself in the market, more interest would be awakened in Government-held 
patents. 

In view of your request that this report be submitted by December 1 if possi- 
ble, we have not obtained advice from the Bureau of the Budget on its submission. 

Sincerely yours, 
TRUE D. Morsk, Assistant Secretary. 


Senator Lone. Mr. Banta, Iam sorry to keep you waiting. 
Mr. Banta. That is all right, Senator. 


STATEMENT OF PARKE M. BANTA, GENERAL COUNSEL, DEPART- 
MENT OF HEALTH, EDUCATION, AND WELFARE; ACCOMPANIED 
BY MANUEL B. HILLER, OFFICE OF GENERAL COUNSEL; AND 
ARTHUR H. BISSELL, OFFICE OF THE SURGEON GENERAL 


Senator Lone. Will you please summarize your statement, sir. 

Mr. Banta. I am responding for the Secretary on this occasion, 
Senator Long, and I have filed a statement“ with the committee in 
which an attempt has been made to set forth the patent policies of the 
Department of Health, Education, and Welfare, and explain in some 
detail our activity under them. 

The statement points out that the Department patent policy is de- 
veloped by the Department Patents Board composed of representatives 
of the various operating agencies of the Department, which Board is 
advisory to the Secretary. 

Because of the activity of the Department in the field of research 
and development contracting being of more or less recent origin and 
comparatively limited, our experience under them is not susceptible at 
this time to accurate or significant appraisal. 

It is explained that the bulk of the Department’s research lies in the 
field of medical research by the Public Health Service. 

This research is largely accomplished by a substantial number of 
grant programs in which the grants, appropriately conditioned, are 





“ Prepared statement, p. 361. 
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made to public and nonprofit agencies and individual members of the 
scientific community a under special circumstances to private firms. 
And, of course, we do, to a lesser degree, contract for research. 

Consistent with the Department’s statutory responsibility for the 
dissemination of information and making public the results of the re- 
search, this statement points out that it is the basic policy of the 
Department that the results of Departmert-financed research should 
be made widely, promptly, and freely available to other research work- 
ers and the general public. 

This availability can usually be provided by dedication of a gov- 
ernment-owned invention to the public by publication. 

Copies of the pertinent regulations tail the patent policy statement 
of the Secretary have been furnished to the committee.** 

You will note two exceptions to our basic policy. In the grant and 
contract areas we have permitted grants to or contracts with nonprofit 
institutions to provide for the retention by the institutions of inven- 
tion rights for disposition by them in accordance with the institution’s 
established policies and procedures, where it is found that the inven- 
tion will be made available without unreasonable restrictions or 
excessive royalties. 

Of course, in every such case the Government reserves the irre- 
vocable royalty free nonexclusive license. 

The second exception is in the field of cancer chemotherapy indus- 
trial research contracts, and is permitted only because of the peculiar 
exigencies of this program, and in order that the resources of the 
pharmaceutical and chemical firms might be brought to bear with a 
minimum delay in exploring exhaustively and rapidly the potenti- 
alities of chemical compounds in the control and treatment of cancer. 

Under the exception provided for by the Department’s regulations, 
and more particularly set out in a policy statement by the Secretary, 
copies of which have been furnished to the committee,* the rights of 
inventions resulting from cancer chemotherapy industrial research 
contracts are left to the contractor, subject to the right reserved to the 
Department to nullify contractor’s patent rights which they may 
have obtained if the invention is not made available in sufficient quan- 
tities or at a reasonable price or in a quality that is adequate. 

To indicate our limited experience, it is pointed out in the statement 
that during the fiscal year 1958-59, the Public Health Service entered 
into a total of 227 research and development contracts, and less than 
15 of which, 12, I think, would be exact—were cancer chemotherapy 
contracts which left invention rights to contractors pursuant to this 
exception. 

I believe this sufficiently summarizes the statement relating to the 
Department’s patent policies, and the extent of our contract experience. 

Tater Lone. How much money do you spend a year on it? How 
much money a year do you spend on research ¢ 

Mr. Banta. Well, last year the Public Health Service had approxi- 
mately $400 million for research, and I think that was allocated $250 
million probably for grants, and if that is the right amount for grants, 
then $150 million would have been available, for contracts and for 
our own operations in the research field. 


@ see exhibit XVI, p. 364. 
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Senator Lone. $150 million for contracts ? 

Mr. Banta. As Mr. Bissell, who sits to my left, paints out, that too, 
would include the cost of our own direct research, so that contracts 
and our direct research costs would approximate the $150 million. 
The total amount which is obligated for contracted research is less: 
than $30 million. ‘ 

Senator Lona. Have you found that the fact that the contractor in 
most instances would not receive patent rights to that. which would be 
developed has created any great difficulty in finding adequate con- 
tractors to do research for you ¢ 

Mr. Banta. I do not think we have had any difficulty at all with 
the policy which we have promulgated, Senator. 

It would certainly be quite minimal; there is no area with which 
I am familiar to indicate that we have had difficulty with application 
of the policy I have just mentioned. 

Senator Lone. Your field is one in which people are more than 
ordinarily interested in serving mankind and, perhaps, less interested 
in the profit involved than most, I would take it ¢ 

Mr. Banta. We could probably find people who would take issue 
with us about that, but we like to think that our field is largely in 
the area of doing something genuinely of value to the individual and 
to all individuals. 

Senator Lone. You like to think it, whether it is true or not. 

Mr. Ban'ra. Well, to us it is true. But I suspect there are those 
who would take some issue. 

Senator Lone. Thank you very much, Mr. Banta. I will let coun- 
sel ask you the questions. 

Mr. Gorvon. The usual practice of your Department, as I under- 
stand it, is that it reserves the right to determine the ownership and 
disposition of any resulting invention resulting from research and 
development work sponsored by you, with the two exceptions. 

Mr. tn, That is right. 

Mr. Gorpvon. One of the two exceptions is a contract with non- 
profit institutions, and I have some questions about this subject. 

What is the reason for this exception? What would have been 
the consequence for not giving this exception even if the institutions 
demanded it ? 

Mr. Banta. You have reference in these three questions, now, to 
the nonprofit institutions ? 

Mr. Gorvon. That is right. 

Mr. Banta. I think the only reason is that it was an exception 
thought to be appropriate when the contracting unit of the Depart- 
ment could find that the patent policies of the institution were suf- 
ficiently comparable with the patent policies of the Department so as 
to lead the person making the decision to believe that the public would 
have the same general access to the invention under the policy of the 
institution as if we ourselves had retained the title. 

Mr. Gorvon. Do you have a contract provision which requires the 
prompt reporting of any invention resulting from research and de- 
velopment sponsored by you ? 

Mr. Banra. Oh, yes. 

Mr. Gorvon. Do you have a contract provision which requires the 
prompt delivery of data to you ? 
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Mr. Banta. I think such a provision is contained in all of our con- 
tracts. We have access to the data and it is for the Department; we 
have access to the report. We require the report to contain all of the 
information and, of course, it is made to us and, therefore, it is our 
property. It may beeome the: basis for a decision as to whether or 
not we would permit the inventor, in line with our policy, to have the 
title to the invention. 

Mr. Gorpon. Is there any provision by the Department for the 
prompt dissemination of new scientific knowledge? 

Mr. Banta. Yes. 

Mr. Gorpon. What is the reason for the cancer chemotherapy ex- 
ception? What would have been the consequence of not having made 
this exception ? 

Mr. Banta. I do not think I can answer your second question: 
Taking your questions in the inverse order of inquiry—I do not think 
I can tell you what would have been the consequences if we had 
not made the exception. 

But, you know, it is very obvious that dealing with the industries, 
we found we were dealing with different institutions or organizations 
than when we dealt with nonprofit institutions, colleges and univer- 
sities, and the people we were accustomed to dealing with in our grant 
program. 

I do not know, but I suspect that the industries with which we dealt 
were in many instances accustomed to patent policies more liberal 
than our basic patent policy. 

Maybe it is enough for me to say that we did not get any contracts 
for a considerable length of time, and I believe none under our basic 
policy, and that it may be those who are responsible for advising the 
Secretary. The Patents Board to which I have referred, determined 
that some modification of the basic policy would be in order, and that 
this exception would be acceptable and letting us get into the chemo- 
therapy research program more promptly, and that was certainly one 
of the things we wanted to do. 

Mr. Gorpon. Mr. Banta, could you make inquiries and try to find 
out what the exact reasons are, and if it is possible we would very 
much like to know the companies, for the record, which did not 

Mr. Banta. Well, of course, I am sure I can give you the names of 
all of the companies 

Mr. Gorpvon. Which did not take a contract. 

Mr. Banta (continuing). With which we have contracts. 

Mr. Gorpon. I mean the companies not with which you have con- 
tracts but who refused to take contracts to do research in the cancer 
field unless they got the patent rights. 

Could you supply that for the record within the next week or so? 

Mr. Banta. I will promise you, Mr. Gordon, that I will take a look 
to see if the record anywhere in our Department discloses that infor- 
mation. If it does I will provide it.* 

Mr. Sruuts. Your testimony was that no company was willing to 
take such a contract, is that right? 








43 Following is excerpt from letter dated Dec. 16, 1959, to the Senate Subcommittee on 


Monopoly, signed by Mr. Banta: 
“T have made careful inquiry and I am told that there are no records in the Department 


(Health, Education, and Welfare), which disclose the name of any company or companies 
which refused to negotiate a cancer chemotherapy contract merely because of our basic 


patent policy.” 
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Mr. Banta. No, no. I said we did not get a contract. We did not 
get a contract. ,; 

Mr. Sreturs. You did not get a proposal submitted ? 

Mr. Banva. Under our basic policy—we got no contract under the 
basic policy. 

Mr. Sturrs. Your exception here was for speed. Do you know if 
there is any formal or informal arrangement whereby Company A 
with whom you have a contract, let us say, has made a certain break- 
through, and that Companies B, C, D, E, and F with whom you have 
contracts know the extent and the type of breakthrough in the cancer 
area? Or are they all behind closed doors holding their scrimmages 
behind the sealed stadiums ? 

Mr. Banta. I don’t know about that. Of course, our contracts 
require that inventions be reported to us. 

Mr. Sruurs. We have a question 

Mr. Banta. I imagine you can tell me, Mr. Bissell; how many 
have been reported ? 

Mr. Bissett. There have been no inventions reported under the 
cancer chemotherapy contracts. 

Mr. Sruurs. We could assume, however, that each of these com- 
panies would not consider it an invention until he had everybody 100 
percent cured of cancer. 

Mr. Banta. I do not think we can. We reserve the right to march 
in anyway. 

Mr. Srurts. Have you marched in on any of them yet ? 

Mr. Banta. No, we have not. No invention having been reported 
to us, we have not marched in. 

Mr. Sruirs. I would not assume that because the invention has 
not been reported there has, in fact, been no invention. 

Mr. Banta. Under our policy we have reserved the right under 
all of the contracts, with all of the contractors, to look over their 
shoulders just to see what is going on. 

Mr. Hitier. Ordinarily, sir, our contracts provide for the desig- 
nation of a project officer whose responsibility is, as a matter of 
program, to maintain a very close liaison with the contractor, and 
this includes periodic visits with the contracting organization, tours 
through their plant to see exactly what is being done as a supplement 
to the formal progress reports that are submitted from time to time. 

In this way we are kept apprised of what is being developed and 
the extent of any advances that are being made. 

Mr. Stutrs. Thank you, sir. 

Mr. Gorvon. Mr. Banta, do you scrutinize carefully what the 
contractor does with the invention, that is, if you do give away the 
title ? 

Mr. Banta. Are you speaking now of the invention that might be 
made under one of these contracts ? 

Mr. Gorpon. Yes. Do you have any provisions where you make 
sure that everything he does is in the public interest ? 

Mr. Banta. Yes. We have a provision with a right reserved in 
the Public Health Service, for example, in the Surgeon General, to 
cancel out their right to use it, and to make—to grant sub-licenses 
himself in areas where he determines that it is not sufficiently avail- 
able to serve the public interest either from the standpoint of 
quantity, quality or price. 
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Mr. Gorvon. Incidentally, Mr. Banta, I noticed the provisions 
which enable you to do this. 

Mr. Banta. You mean in our regulations? 

Mr. Gorvon. This is in your regulations, and in your procedures. It 
is No. 4, “Failure to Meet Health Needs.” If a company did not meet 
the requirements that you established, you would have a devil of a time 
getting the patent away from him or at least making him license some- 
body else. 

Mr. Banta. Are you referring to paragraph four, 4(a), entitled 
“Failure to Meet Health Needs”? (See p. 372.) 

Mr. Gorpon. That is right; sections small a., small b., and small ¢, 
of par. 4 of your regulation. 

Mr, Banta. Yes. 

Mr. Gorpon. That is quite a procedure, wouldn’t you say ? 

Mr. Banta. Yes, sir; I would. I would say it is some departure 
from procedure which I have found in other contracts. 

Mr. Gorvon. Is this kind of an exception to your policy, which, on 
the whole, I think, is very admirable, is this generally left to the de- 
termination of a contracting officer ¢ 

Mr. Banta. Oh, no. It is for determination by the Surgeon Gen- 
eral, and in our Department, as is pointed out, I think, in the statement 
which I filed, we have a departmental patents board which is com- 

osed of responsible officials of the Department, representing such of 
its agencies as the Food and Drug Administration, the Office of Voca- 
tional Rehabilitation, the Office of Education, and the Office of the 
Secretary. We also have a patents officer who has certain review 
and advisory functions. We have a group of very competent advisers, 
therefore, to the Surgeon General and, in turn, to the Secretary in this 
field. 

Mr. Gorpvon. If you licensed other companies, would they have to 
payaroyalty? Orare they royalty-free ? 

Mr. Banta. Oh, no; they are all royalty-free. I think you will 
find in our statement on policy, too, all licenses are royalty-free, and 
they are all nonexclusive. 

Mr. Gorpon. How about an invention which comes under the chem- 
otherapy exception? Suppose the company that gets the patent rights 
under this exception, licenses another company—company A gets the 
patent rights, company B is licensed. Company B would have to 
pay company A aroyalty, wouldn’t it ? 

Mr. Banta. Well, that would be true certainly, but you understand 
our march-in clause is one which gives the Surgeon General the right 
to nullify this patent right, and the contractor’s title to it, and all 
subcontractors, 1f there are subcontractors, in the event he finds that 
there are unreasonable restrictions of any kind, that the price is not 
reasonable or that the quality or quantity is inadequate. So, you 
see the Government is really in this respect in a position to require 
the same thing of the contractor that it would do if it owned the 
title, I am reasonably sure. 

Mr. Gorpvon. This will be my last question, and this may have been 
asked before by the Senator. 

Asa result of dedicating an invention to the public, have you found 
a reluctance on the part of business in exploiting it ? 


#4 Prepared statement of Mr. Banta, p. 36L 
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Mr. Banta. I do not believe we have had any experience in that 
area. I am sure I would say, “no.” The answer is no. 

Mr. AnsBerry. Have any significant discoveries come cut of your 
research program to date ? 

Mr. Banta. Do you mean in our total research program or do you 
mean in our field of contracts? 

Mr. Ansperry. In your entire research pro, . 

Mr. Banta. Oh, yes; in the entire research program. 

Mr. Ansperry. Have any of them been developed commercially as 
yet ? 

“ Mr. Banta. Yes, sir; some of them. 

Mr. ANsBerry. Can you give us some outstanding examples? 

Mr. Banta. Well, I guess the most, perhaps the most important, 
most recent one, is the NIH discovery of—it is known to me only by 
number—the number is 7519. It is a synthetic drug that is used as 
an analgesic and. 

Mr, Ansperry. Is that the morphine substitute ? 

Mr. Banta. Yes. Perhaps, by the layman it can be said to be a 
substitute for morphine. 

Mr. Ansperry. With less deleterious side effects ? 

Mr, Banta. Presumably. 

Mr. Ansperry. Has that been developed commercially or is that 
solely an NIH product ? 

Mr. Banta. Licenses have been issued by the Secretary to six firms, 
upon the recommendation of the Bureau of Narcotics although many 
more firms have indicated interest in the drug. 

Senator Lone. I want to thank you very much. 

(The prepared statement of Mr. Banta follows.) 





PREPARED STATEMENT BY PARKE M,. BANTA, GENERAL COUNSEL, DEPARTMENT OF 
HEALTH, EDUCATION, AND WELFARE 


Mr. Chairman, and members of the committee, permit me to express the 
appreciation of Secretary Flemming for the invitation extended to him to appear 
before this committee and to inform you of the policies of this Department 
with respect to patent and invention rights. Secretary Flemming regrets his 
inability to respond in person to your invitation. 

You no doubt know that the Department of Health, Education, and Welfare 
makes comparatively limited use of contracts in its research and development 
activities; with two exceptions hereinafter referred to, such contracts reserve 
to the Government the right to determine the ownership and disposition of any 
resulting invention and that to date oniy one invention under a research con- 
tract has been reported although we have been informally advised that two 
others will be reported in the near future. The one invention reported was 
made at a State university and it has now been dedicated through publication. 
(Incidentally the two inventions which we expect to be reported soon arose 
under a contract with a firm which is included on the “List of Small Companies 
for Research and Development Work” issued by the Small Business Adminis- 
tration in May 1958. ) 

One of the two exceptions noted above relates to research contracts with non- 
protit institutions. When, after review of the patent policies and procedures 
of the institution, it has been determined that they are such as to reasonably 
assure that any inventions will be made available without unreasonable restric- 
tions or excessive royalties, the contract may provide that inventions will be 
left to the institutions for disposition in accordance with its accepted policies 
(with such stipulations in the contract as may be deemed necessary in the public 
interest). We have made contracts with four universities under this exception. 
We have no reports of inventions having been made under these contracts. 

The second exception relates to our cancer chemotherapy industrial research 
contract program, under which the research contracts may grant a conditional 
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right to the contractor to patent and exploit certain inventions arising under 
the contract. We have made contracts with a number of companies under this 
exception. 

However, in any case where the contractor is permitted to retain invention 
rights, we reserve to the.Government an irrevocable, royalty-free, ‘nonexclusive 
license to practice the invention. In addition, in any case where a contractor 
is allowed to take title to an invention pursuant to the Department’s patent 
policy in the administration of the eancer chemotherapy industrial research 
program, the Department reserves the right to license other companies or to 
dedicate the invention after complying with appropriate procedural safeguards, 
in the event that the contractor fails to meet the public need for the invention 
with respect to supply, quality, or price. 

Having rather summarily highlighted certain aspects of the Department’s 
policies as they affect patent rights resulting from Government financed con- 
tracts entered into by us, I believe it would be helpful for me to give you some 
more complete information about the nature of the patent policies of this 
Department and how they conform to the authority and responsibilities of the 
Department. Perhaps:a brief statement regarding the Department’s aetivities 
and responsibilities may be helpful as a backdrop to the discussion of its patent 
policies. As you may be aware the Department of Health, Education, and Wel- 
fare, having within its structure such agencies as the Food and Drug Admin- 
istration, Social Security Administration, Public Health Service, Office of 
Vocational Rehabilitation, is primarily concerned with the well-being of the 
people of this Nation. 

Keeping in mind our responsibilities and concern for the well-being of the 
public at large, as well as our statutory responsibilities for dissemination of 
information and making public the results of research, the Department has, 
over the years, formulated patent policies which are based on the position that 
the public interest will, in general, be best served if inventive advances resulting 
from its research activities be made freely available to the Government, to 
science, to industry, and to the general public. As early as 1949, the then Federal 
Security Administrator established an Agency Patents Policy Committee, under 
the chairmanship of Miss Mary E. Switzer, then assistant to the Administrator, 
now Director of the Office of Vocational Rehabilitation, to study the patent 
problems of the Agency and to formulate recommendations for an agencywide 
patent policy. Upon the issuance of Executive Order 10096 on January 23, 1950, 
the committee drafted an Agency order (FSA Order No. 110, July 10, 1950) 
setting forth the patent policy and procedures of the Agency, and in that order, 
approved by the Administrator, the Agency Patents Board was established. After 
the establishment of the Department of HEW, this Board was converted into 
the Department Patents Board. 

At the outset it may be noted that the bulk of the Department’s research 
activity is in the field of medical research. Additionally, it should be noted 
that the Department’s research activities are carried out cooperatively with 
public and nonprofit agencies and with individual members of the scientific 
community. This activity is largely accomplished through the administration 
of a substantial number of grant programs. 

The policy of the Department of Health, Education, and Welfare with respect 
to inventions arising from research conducted with the aid of grants or in the 
performance of contracts for research is set forth in regulations of the Depart- 
ment (45 CFR, pts. 6-8). These were recently amended to provide more ex- 
plicitly for contract research and to authorize special alternatives for industrial 
contracts for the cancer chemotherapy research program. Specific authority to 
contract for research is comparatively new for this Department, and applies to 
relatively few programs. Research grant authority is of long standing, and 
applies to a greater number of programs, including most of those in which there 
is now authority to contract for research. 

The distinction between contracts and grants for research is, roughly speaking, 
a distinction between a procurement or purchase and assistance or support. 
Under the research contract authority research for which the Government is to 
pay is undertaken by an institution pursuant to contractual obligations and in 
accordance with specifications imposed by the Government. A research grant, 
on the other hand, is made in support of research activities or projects proposed 
by an applicant institution. The patent policy has been framed in the light of 
these distinctions as well as with regard to the basic policy objectives of all re- 
search programs of the Department. 








PATENT POLICIES OF THE FEDERAL GOVERNMENT—1959 363 


The regulations of the Department are controlling on the various constituent 
agencies of the Department (such as the Public Health Service) in the award 
grants and in the negotiation of contracts and also in determining the dispo- 
sition to be made of rights in inventions in accordance with the terms of such 
awards or contracts. 

In the formulation of the patent policies a study by a group of Department 
officials representative of the various operating agencies resulted in the develop- 
ment of several basic theses. In the first place, it was determined, consistent with 
Executive Order 10096, that inventions made by employees which are directly 
related to their official functions or to which the Federal Government has made a 
substantial contribution, should be owned and controlled by the Government for 
the public benefit. Patenting in the name of the United States would have sig- 
nificance only as a means to assure the availability of the invention to the public 
health and safety. In the case of grants for research the basic objective is the 
same: i.e., the development of knowledge and techniques for use as broadly as 
possible, for the public health and welfare. In this connection, the responsibility 
for dissemination of information is a specific duty for the achievement of such 
objective. 

To the accomplishment of such objectives the Department has issued three 
separate regulations. Title 45, Code of Federal Regulations, subtitle A, parts 6, 
7,and 8 As was stated in section 6.1 of part 6: 

“Inventions developed through the resources and activities of the Department 
are a potential resource of great value to the public health and welfare. It is the 
policy of the Department : 

“(a) To safeguard the public interest in inventions developed by Department 
employees, contractors and grantees with the aid of public funds and 
facilities; * * *.” 

In order to accomplish and thus safeguard the public interest “it is the gen- 
eral policy of the Department that the results of Department research should be 
made widely, promptly, and freely available to other research workers and to 
the public. This availability can generally be adequately provided by the dedi- 
eation of a Government-owned invention to the public by publication” (sec. 6.2, 
ibid). 

The provisions of part 7 (dealing with disposition of invention rights to em- 
ployee inventions) and part 8 (dealing with disposition of invention rights re- 
sulting from research grants, fellowship awards, and contracts for research) are 
all designed to meet the basic objective to safeguard the public interest. 

For the convenience of the committee we are supplying at this time copies of 
the three regulations alluded to above. 

Section 8.1 of part 8, relating to research grants, provides in the alternative 
that: 

“(a) That the ownership and manner of disposition of all rights in and to 
such invention shall be subject to determination by the head of the constituent 
unit responsible for the grant, or 

“(b) That the ownership and disposition of all domestic rights shall be left 
for determination by the grantee institution in accordance with the grantee’s 
established policies and procedures, with such modifications as may be agreed 
upon and specified in the grant, provided the head of the constituent unit finds 
that these are such as to assure that the invention will be made available with- 
out unreasonable restrictions or excessive royalties, and provided the Govern- 
ment shall receive a royalty-free license, with a right to issue sublicenses as 
provided in section 8.3, under any patent applied for or obtained upon the 
invention.” 

It will be noted that the alternative of leaving invention rights to a grantee 
institution is conditioned upon the availability, under such institution’s ad- 
ministration, of the invention rights of any invention without unreasonable 
restriction or excessive royalties. Section 8.2 provides the criteria for the head 
of the constituent unit responsible for the grant in determining what disposition 
shall be made of invention rights. Each of the four alternatives provided by 
this section is calculated to meet the objective of securing the wide availability 
of the invention. It will be seen that there is thus provided the criteria for 
disposition of invention rights in the field of employee inventions, research grants, 
fellowships and research contracts which are designed to enable the Depart- 
ment to fulfill its responsibilities for the dissemination of scientific and technical 
information and for serving the health, safety, and welfare of all segments of 
the population. 
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Section 8.6 provides for similar disposition of invention rights arising out of 
the performnace of work under research contracts, with an exception about 
which more will be said later. The same alternative provided to nonprofit 
grantee institutions is carried forward in the contract area by a provision in 
the regulation (8.6(b)) which provides that contracts for research with non- 
profit institutions may leave the invention rights for disposition by the institu- 
tion if it is determined that its policies and procedures are acceptable as meeting 
the requirements applicable in the grant situation (sec. 8.1(b}). 

The cancer chemotherapy program of the Public Health Service is an intensi- 
fied effort, with special appropriations made available under a congressional 
directive, to explore exhaustively and rapidly the potentialities of chemical 
compounds in the control of cancer. Because of the peculiar exigencies of this 
program and in order that the resources of pharmaceutical and chemical firms 
may be brought to bear with a minimum of delay, certain exceptions to general 
Department policy are permitted in the negotiation of industrial contracts for 
this program. Such exception is set forth in a patent policy statement of the 
Secretary copy of which is also furnished to committee. In essence, such 
alternative provides that in industrial research contracts in the cancer chemo- 
therapy program, the contractor may accept either the standard patent clause 
which implements the general policy of the Department reserving the right of 
disposition of inventions to the Surgeon General, or a standard alternative clause 
leaving the right to patent inventions with the contractor subject to certain 
limitations deemed necessary to protect the public’s interest in contracted re- 
search. The crucial provision of such alternative (Sec. B. 4 of the policy 
statement) reserves to the Surgeon General the right, subject to specified proce- 
dural safe-guards calculated to make the exercise of such right a deliberate 
rather than precipitous action, to either dedicate the invention to the public 
or to issue royalty-free nonexclusive licenses notwithstanding and in derogation 
of any patent which the contractor had theretofore obtained. The exercise of 
such right is conditioned upon a finding that either the supply of the invention 
is inadequate to meet the public need, the price is unreasonable or its quality 
is insufficient. The procedural steps required to be observed prior to the exercise 
of the rights are specifically spelled out in paragraph B. 4 of the Secretary’s 
statement of policy. 

There is thus provided a mechanism by which the public interest in any in- 
ventive advance resulting Government-financed research is protected against 
inadequacy of supply to meet the public need, unreasonable price or inadequacy 
of quality. At the same time, there is structured into such policy and the 
contracts under it a reciprocal protection against precipitate governmental 
action to destroy the contractor’s rights. 

Whereas a total of 227 research contracts were entered into by the Public 
Health Service during the fiscal years 1958 and 1959, under the cancer chemo- 
therapy exception less than 15 contracts were executed which left invention 
rights to the contractors. 

It is the conviction of the Department that its policy of making freely and 
generally available the benefits of research in lieu of giving away patent rights 
to contractors is not only consistent with the program responsibilities of the 
Department, but is in the greater public interest. We also firmly believe that 
such policy provides equal opportunity to small business to participate in the 


Department’s programs. 
; Exuisit No. XVI 


MANUAL—GENERAL ADMINISTRATION 
Part 6—PATENTS AND INVENTIONS 
CHAPTER 6-10 
REGULATIONS AND PROCEDURES 


6-10-00 Scope 
tions (from Federal Register of 9/14/55 and 12/4/57) 
ee Sree irom Federal Re Cae title 45, subtitle A 


PART ST hai AND PATENTS (GENERAL) 


Sec. 6. finitions. 
6.1 General Policy. 
6.2 Publication or patenting of inventions, 
6.3 Government-owned patents; licensing; dedication to the public. 
6.4 Central records; confidentiality. 
6.5 Procedures relating to employee and grantee inventions. 
6.6 Issuance of patents on non-fee basis ; certification of public interest. 
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PART 7—EMPLOYEE INVENTIONS 
Sec. 7.0 Who are employees. 


Conditions to be included in research grants. 

Determination as to domestic rights. 

Licenses to the Government. 

Option to acquire foreign rights. 

Fellowships. 

Contracts for research. 

Cancer chemotherapy industrial research contracts, 

6-10-20 Patent Policy Applicable to Cancer Chemotherapy Industrial Research 
Contracts 


7.1 Duty of enpuerese to report inventions. 

7.2 Determination as to patentability. 

7.3 Determination as to domestic rights. 

7.4 Option to acquire foreign rights. 

7.5 Determination as to patenting. 

7.6 Department review and determination. 

7.7 Notice to employee of determination. 

7.8 Employee’s right of apy peal. 
PART 8—INVENTIONS RESULTING FROM RESEARCH GRANTS, FEL- 

LOWSHIP AWARDS, AND CONTRACTS FOR RESEARCH 

See. 8.0 Policy. 

8.1 

8.2 

8.3 

8.4 

8.5 

8.6 

8.7 


6-10-00 SCOPE 
A. This Chapter contains: 

1. Department regulations relating to inventions (a) made by Department 
employees, or (b) resulting from research grants, fellowship awards, or 
research contracts under programs administered by the Department; and 

2. Department patent policy, approved 7/31/58 by the Secretary, establish- 
ing the limitations referred to in section 8.7 of the Department regtlations 
for the negotiation of cancer chemotherapy industrial research contracts. 

B. The substance of the Department regulations relating to employee in- 
ventions is incorporated in a statement for the general information of super- 
visiors and employees which was issued 10/19/56 in HEW General Administra- 
tion Manual Guide No. 1. 


6-10-10 REGULATIONS (from Federal Register of 9/14/55 and 12/4/57) 
TITLE 45—PUBLIC WELFARE 


SuBTITLE A—DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE, GENERAL 
ADMINISTRATION 


Part 6—INVENTIONS AND PATENTS 
(GENERAL ) 


Part 7—EMPLOYEE INVENTIONS 


Part 8—INVENTIONS RESULTING FROM RESEARCH GRANTS, FELLOWSHIP AWARDS, 
AND CONTRACTS FOR RESEARCH 


The following parts are Department rules and policies relating to inventions 
which are made by Department employees having a relation to their official 
duties or with some contribution from the Government or which arise from 
research or related activities assisted by grants or otherwise under programs 
administered by the Department. 


PART 6—INVENTIONS AND PATENTS 
(GENERAL ) 


Definitions. 

General policy, 

Publication or patenting of inventions. 

Government-owned patents ; licensing ; dedication to the public. 
Central records ; confidentiality. 

Procedures relating to employee and grantee inventions. 

Issurance of patents on non-fee basis; certification of public interest, 


AUTHORITY: §§ 6.0 to 6.6 issued under Reorg. Plan No. 1 of 1953, 18 F.R. 2053; 3 CFR 
1953 Supp. E.0. 10096, 15 F.R. 391; 3 CFR, 1950 Supp. 

§6.0 Definitions. As used in Parts 6, 7, and 8 of this subtitle: 

(a) “Department” means the Department of Health, Education, and Welfare. 

(b) “Secretary” means the Secretary of Health, Education, and Welfare. 

(c) “Head of constituent organization’ includes the Surgeon General of the 
Public Health Service, the Commissioner of Education, Commissioner of Social 
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Security, Commissioner of Food and Drugs, the Director of Vocational Rehabili- 
tation, and the Superintendent of Saint Elizabeths Hospital. 

§ 6.1 General policy. Inventions developed through the resources and activities 
of the Department are a potential resource of great value to the public health 
and welfare. It is the policy of the Department: 

(a) To safeguard the public interest in inventions developed by Department 
employees, contractors and grantees with the aid of public funds and facilities ; 

(b) To encourage and recognize individual and cooperative achievement in 
research and investigations ; and 

(c) To establish a procedure, consistent with pertinent statutes, Executive 
orders and general Government regulations, for the determination of rights and 
obligations relating to the patenting of inventions. 

$6.2. Publication or patenting of inventions. It is the general policy of the 
Department that the results of Department research should be made widely, 
promptly and freely available to other research workers and to the public. 
Chis availability can generally be adequately preserved by the dedication of a 
Government-owned invention to the public through publication. Determinations 
to file a domestic patent application on inventions in which the Department has 
an interest will be made only if the circumstances indicate that this is desirable 
in the public interest, and if it is practicable to do so. Department determina- 
tions not to apply for a domestic patent on employee inventions are subject 
to review and approval by the Chairman of the Government Patents Board. 
Except where deemed necessary for protecting the patent claim, the fact that 
a patent application has been or may be filed will not require any departure 
from normal policy regarding the dissemination of the results of Department 
research. 

§ 6.3 Government-owned patents; licensing; dedication to the public. All 
licenses under patents and pending patent applications for the administration of 
which the Department is responsible shall be issued by the Secretary. Licenses 
will be royalty-free, revocable and nonexclusive. Except in unusual cases when 
determined upon recommendation of the head of the constituent organization 
that unconditional licensing would be contrary to the public interest, licenses 
will be issued to all applicants and will contain no limitations or standards 
relating to the quality of the products to be manufactured, sold, or distributed 
thereunder. To reduce the need for individual license applications, patents 
held for unconditional licensing shall be dedicated to the public as may be 
feasible. 

§ 6.4 Central records; confidentiality. Central files and records shall be main- 
tained of all inventions, patents, and licenses in which the Department has an 
interest, together with a record of all licenses issued by the Department under 
such patents. Invention reports required from employees or others for the 
purpose of obtaining determinations of ownership, and documents and informa- 
tion obtained for the purpose of prosecuting patent applications shall be con- 
fidential and shall be disclosed only as required for official purposes or with the 
consent of the inventor. 

§ 6.5 Procedures relating to employee and grantee inventions. The Depart- 
ment Patents Officer, with the approval of the Department Patents Board, and 
the heads of constituent organizations within their respective areas of responsi- 
bility, are authorized to issue such procedures and bulletins and take such 
other actions as may be necessary or desirable to supplement the provisions of 
Parts 7 and 8 of this subtitle. 

§ 6.6 Issuance of patents on non-fee basis; certification of public interest. 
For the purpose of an application for a patent to issue under the non-fee pro- 
visions of the Patent Code (35 U.S.C. 266), a certification that an invention is 
used, or is likely to be used, in the public interest may be executed in behalf 
of the Secretary by the head of the constituent organization having adminis- 
trative jurisdiction over the inventor. 


PART 7—EMPLOYEE INVENTIONS 





Who are employees. 
Duty of employee to report inventions. 
Determination as to patentability. 
Determination as to domestic rights. 
Option to acquire foreign rights. 
Determination as to patenting. 
Department review and determination. 
Notice to employee of determination. 
Employee's right of appeal. 
AvuTHoriTy : §§ 7.0 to 7.8 issued under Reorg. Plan No. 1 of 1953, 18 F.R. 2053: 3 CFR, 
1953 Supp. E. O. 10096, 15 F, R. 391; 3 CFR, 1950 Supp. 
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§7.0 Who are employees. As used in this part, the term “Government 
employee” means any officer or employee, civilian or military, except such part- 
time employees or part-time consultants as may be excluded therefrom by a 
determination made in writing by the head of the employee's office or constituent 
organization, pursuant to an exemption approved by the Chairman of the Gov- 
ernment Patents Board, that to include him or them would be impracticable or 
inequitable, giving the reasons therefor. A person shall not be considered to be 
a part-time employee or part-time consultant for this purpose unless the terms 
of his employment contemplate that he shall work for less than the minimum 
number of hours per day, or less than a minimum number of days per week, or 
less than the minimum number of weeks per year, regularly required of full-time 
employees of his class. 

§7.1 Duty of employee to report inventions. Any Department employee is 
required to report promptly to the constituent organization in which he is 
employed any invention made by him (whether or not jointly with others) 
which bears any relation to his official duties or which was made in whole or 
in any part during working hours, or with any contribution of Government 
facilities, equipment, material, funds or information, or of time or services of 
other Government employees on official duty. Reports of inventions (except for 
eases as to which it is decided by the appropriate office or constituent organi- 
zation, with the concurrence of the Department Patents Officer, that it does not 
appear they are or may be patentable) shall be forwarded through appropriate 
channels to the head of the office or constituent organization having administra- 
tive jurisdiction over the inventor at the time the invention was made. There- 
after they shall be forwarded with the related administrative recommendations 
and determinations to the Department Patents Officer. 

§7.2 Determination as to patentability. Upon receiving a report of an 
employee invention, the head of the appropriate office or constituent organization 
shall make in writing the decision on behalf of the Department as to whether 
the results of the research, development, or other activity constitute an invention 
or inventions which may be patentable. 

$7.3 Determination as to domestic rights. The determination of the owner- 
ship of the domestic right, title, and interest in and to an invention which is 
or may be patentable, made by a Government employee while under the adminis- 
trative jurisdiction of the Department, shall be made in writing by the head of 
the appropriate office or constituent organization, in accordance with the pro- 
visions of Executive Order 10096 and Government-wide regulations issued 
thereunder by the Chairman of the Government Patents Board, as follows: 

(a) The Government as represented by the Secretary shall obtain the entire 
domestic right, title and interest in and to all inventions made by any Govern- 
ment employee (1) during working hours, or (2) with a contribution by the 
Government of facilities, equipment, materials, funds, or information, or of 
time or services of other Government employees on official duty, or (3) which 
bear a direct relation to or are made in consequence of the official duties of 
the inventor. 

(b) In any case where the contribution of the Government. as measured by 
any one or more of the criteria set forth in paragraph (a) of this section, to the 
invention is insufficient equitably to justify a requirement of assignment to 
the Government of the entire domestic right, title, and interest in and to such 
invention, or in any case where the Government has insufficient interest in 
an invention to obtain the entire domestic right, title, and interest therein 
(although the Government could obtain same under paragraph (a) of this sec- 
tion, the Department, subject to the approval of the Chairman, shall leave 
title to such invention in the employee, subject, however, to the reservation to 
the Government of a nonexclusive, irrevocable, royalty-free license in the inven- 
tion with power to grant licenses for all governmental purposes, such reservation, 
in the terms thereof, to appear, where practicable, in any patent, domestic or 
foreign, which may issue on such invention. 

(c) In applying the provisions of paragraphs (a) and (b) of this section, 
to the facts and circumstances relating to the making of any particular inven- 
tion, it shall be presumed that an invention made by an employee who is em- 
ployed or assigned (1) to invent or improve or perfect any art, machine, manu- 
facture, or composition of matter, (2) to conduct or perform research, develop- 
ment work, or both, (3) to supervise, direct, coordinate, or review Government 
financed or conducted research, development work, or both, or (4) to act in a 
liaison capacity among governmental or nongovernmental agencies or individuals 
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engaged in such work, falls within the provisions of paragraph (a) of this sec- 
tion, and it shall be presumed that any invention made by any other employee 
falls within the provisions of paragraph (b) of this section. Either presump- 
tion may be rebutted by the facts or circumstances attendant upon the con- 
ditions under which any particular invention is made and, notwithstanding the 
foregoing, shall not preclude a determination that the invention falls within the 
provisions of paragraph (d) of this section. 

(d) In any case wherein the Government neither (1) obtains the entire do- 
mestic right, title and interest in and to an invention pursuant to the provisions 
of paragraph (a) of this section, nor (2) reserves a nonexclusive, irrevocable, 
royalty-free license in the invention, with power to grant licenses for all gov- 
ernmental purposes, pursuant to the provisions of paragraph (b) of this section, 
the Government shall leave the entire right, title and interest in and to the 
invention in the Government employee, subject to law. 

§ 7.4 Option to acquire foreign rights. In any case where it is determined 
that all domestic rights should be assigned to the Government, it shall further 
be determined, pursuant to Executive Order 9865 and Government-wide regula- 
tions issued thereunder, that the Government shall reserve an option to require 
the assignment of such rights in all or in any specified foreign countries. In 
case where the inventor is not required to assign the patent rights in any 
foreign country or countries to the Government, or the Government fails to 
exercise its option within such period of time as may be provided by regulations 
issued by the Chairman of the Government Patents Board, any application for 
a patent which may be filed in such country or countries by the inventor or his 
assignee shall nevertheless be subject to a nonexclusive, irrevocable, royalty- 
free license to the Government for all governmental purposes, including the 
power to issue sublicenses for use in behalf of the Government and/or in fur- 
therance of the foreign policies of the Government. 

§ 7.5 Determination as to patenting. When the head of the appropriate 
office, or constituent organization determines in accordance with the provisions 
of §§ 7.3 and 7.4, that the Government has rights in a patentable invention: 

(a) He shall also determine whether the Department should seek to obtain 
a domestic patent thereon, or whether it shall be published or other action taken 
in the public interest, giving his reasons therefor ; and 

(b) He shall further recommend in writing whether the invention should re- 
ceive foreign patent protection or be published abroad and, if affirmative, should 
specify the foreign jurisdictions in which action is recommended, giving reasons 
therefor, and should indicate, if possible, its immediate or future industrial, 
commercial, or other value, including particularly its value to public health. 

§ 7.6 Department review and determination. The determination by the head 
of an office or constituent organization of the ownership of domestic or foreign 
rights in an invention by a Department employee shall constitute the decision 
of the Department unless, upon review, the Department Patents Officer questions 
the consistency of the determination with applicable law or regulations or with 
Department policy. Any question, unresolved after consultation with the origi- 
nating unit, will be submitted by the Department Patents Officer to the Depart- 
ment Patent Board which shall either affirm or reverse the determination or re- 
turn the same to the head of the constituent organization or office for further 
action. If the Board proposes to determine, or to approve a determination, that 
the invention shall be required to be assigned to the Government, it may in its 
discretion afford the employee an opportunity of a hearing. 

§ 7.7 Notice to employee of determination. The appropriate office or con- 
stituent organization shall notify each employee-inventor in writing, of the 
Department’s determination and of his right of appeal, if any. In the case of 
determinations made by the Department Patents Board, the notification shall be 
made by the Department Patents Officer. Notice need not be given if the em- 
ployee stated in writing that he would agree to the determination of ownership 
which was in fact made. 

§ 7.8 Employee’s right of appeal. An employee who is aggrieved by a deter- 
mination of the Department may appeal to the Chairman of the Government 
Patents Board, pursuant to section 4(d) of Executive Order 10096 and regula- 
tions issued thereunder, by filing a written appeal with the Chairman, in quad- 
ruplicate, and a copy of the appeal with the Department Patents Officer, within 
30 days (or such longer period as the Chairman may, for good cause, fix in any 
case) after receiving written notice of such determination. 
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Part 8—INVENTIONS RESULTING FROM RESEARCH GRANTS, FELLOWSHIP AWARDS, 
AND CONTRACTS FOR RESEARCH 


® 
° 


Policy. 

Conditions to be included in research grants. 
Determination of domestic rights. 

Licenses to the Government. 

Option to acquire foreign rights. 

Fellowships. 

Contracts for research. 

Cancer chemotherapy industrial research contracts. 


AUTHORITY: §§ 8.0 to 8.7 issued under Reorg. Plan No, 1 of 1953 (18 F. R. 2053; 3 CFR, 
1953 Supp., B. O. 9865; 12 F, R. 3907; 3 CFR, 1947 Supp., E. O. 10096, 15 F. R. 391; 
8 CFR, 1950 Supp. 

$8.0 Policy. (a) The Department of Health, Education, and Welfare each 
year is expending large sums in the form of grants for research. These grants 
are made primarily by the Public Health Service in carrying out its broad 
responsibility under the Public Health Service Act to promote and coordinate 
research in the field of health and to make available information concerning 
such research and its practical application. The scientific and technological 
advances attributable, in varying degrees to this expenditure of public funds 
frequently include patentable inventions. 

(b) The Department, as a matter of policy, takes the position that the 
results of research supported by grants of public moneys should be utilized in 
the manner which would best serve the public interest. It is believed that the 
public interest will in general be best served if inventive advances resulting 
therefrom are made freely available to the Government, to science, to industry, 
and to the general public. 

(c) On the other hand, in some cases it may be advisable to permit a utiliza- 
tion of the patent process in order to foster an adequate commercial develop- 
ment to make a new invention widely available. Moreover, it is recognized 
that inventions frequently arise in the course of research activities which also 
receive substantial support from other sources, as well as from the Federal grant. 
It would not be consistent with the cooperative nature of such activities to 
attribute a particular invention primarily to support received from any one 
source. In all these cases the Department has a responsibility to see that the 
public use of the fruits of the research will not be unduly restricted or denied. 

(d) The following conditions have been adopted to govern the treatment of 
inventions made in these various types of situations. They are designed to 
afford suitable protection to the public interest while giving appropriate recog- 
nition to the legitimate interests of others who have contributed to the invention. 

§8.1 Conditions to be included in research grants. Subject to legislative 
directives or Executive orders providing otherwise, all grants in aid of research 
shall provide as a condition that any invention arising out of the activities 
assisted by the grant shall be promptly and fully reported, and shall provide, 
as the head of the constituent unit may determine, either. 

(a) That the ownership and manner of disposition of all rights in and to 
such inventien shall be subject to determination by the head of the constituent 
unit responsible for the grant, or 

(b) That the ownership and disposition of all domestic rights shall be left 
for determination by the grantee institution in accordance with the grantee’s 
established policies and procedures, with such modifications as may be agreed 
upon and specified in the grant, provided the head of the constituent unit finds 
that these are such as to assure that the invention will be made available with- 
out unreasonable restrictions or excessive royalties, and provided the Govern- 
ment shall receive a royalty-free license, with a right to issue sublicenses as 
provided in § 8.3, under any patent applied for or obtained upon the invention. 

(c) Wherever practicable, any arrangement with the grantee pursuant to 
paragraph (b) of this section shall provide in accordance with Executive Order 
9865 that there be reserved to the Government an option, for a period to be 
prescribed, to file foreign patent applications upon the invention. 

§8.2 Determination as to domestic rights. Rights in any invention not sub- 
ject to disposition by the grantee pursuant to paragraph (b) of §8.1 are for 
determination by the head of the constituent organization as follows: 

(a) If he finds that there is adequate assurance that the invention will either 
be effectively dedicated to the public, or that any patent which may be ob- 
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tained thereunder will ge generally available for royalty-free and nonexclusive 
licensing, the effectuation of these results may be left to the grantee. 

(b) If he finds that the invention will thereby be more adequately and quickly 
developed for widest use and that there are satisfactory safeguards against 
unreasonable royalties and repressive practices, the invention may be assigned 
to a competent organization for development and administration for the term 
of the patent or such lesser period as may be deemed necessary. 

(c) If he finds that the interest of another contributing Government agency 
is paramount to the interest of the Department of Health, Education, and Wel- 
fare, or when otherwise legally required or in the public interest, the invention 
may be left for disposition by that agency in accordance with its own policy. 

(d) In all other cases, he shall require that all domestic rights in the inven- 
tion shall be assigned to the United States unless he determines that the inven- 
tion is of such doubtful importance or the Government’s equity in the invention 
is so minor that protective measures, except as provided in § 8.3, are not necessary 
in the public interest. 

§ 8.3 Licenses to the Government. Any arrangement or determination as to 
the disposition of rights in inventions pursuant to § 8.1, § 8.2, §8.5 or § 8.6 shall 
require that there be reserved under any patent application or patent thereon, 
domestic or foreign, a nonexclusive, irrevocable, royalty-free license to the Goy- 
ernment with power to sublicense for all governmental purposes. 

§ 8.4 Option to acquire foreign rights. In any case where it is determined that 
all domestic rights should be assigned to the Government, there shall be re- 
served to the Government, pursuant to Executive Order 9865 and Government- 
wide regulations issued thereunder, an option to require the assignment of all 
rights in the invention in all or in any specified foreign countries. In any case 
where the inventor is not required to assign the patent rights in any foreign 
country or countries to the Government, or the Government fails to exercise its 
option within such period of time as may be provided by regulations issued by 
the Chairman of the Government Patents Board, any application for a patent 
which may be filed in such country or countries by the inventor or his assignee 
shall nevertheless be subject to a nonexclusive, irrevocable, royalty-free license 
to the Government for all governmental purposes, including the power to sub- 
license for all governmental purposes. 

§ 8.5 Fellowships. In the discretion of the head of the responsible constit- 
uent organization, the award of a fellowship to a person not a Government 
employee may provide for the reporting of any invention made during the term 
thereof, and for its disposition in accordance with the provisions of paragraph 
(a) of § 8.1, or for its disposition by the institution at which the research was 
performed in accordance with its established policies, if applicable to such an 
invention, which meet the requirements of paragraph (b) of such section. 

§ 8.6 Contracts for research. (a) Contracts for research, with other than 
nonprofit institution, shall provide that any invention first conceived or actually 
reduced to practice in the course of the performance of the contract shall be 
promptly and fully reported to the head of the constitutent organization respon- 
sible for the contract, for determination by him as to the manner of disposition 
of all rights in and to such invention, including the right to require assign- 
ment of all rights to the United States or dedication to the public. In the exer- 
cise of this power the organization head will be guided by the policy specified 
in § 8.2 with respect to grants. 

(b) Contracts for research with nonprofit institutions shall contain provi- 
sions as in paragraph (a) of this section except that, if it is determined that the 
institution’s policies and procedures are acceptable as meeting the requirements 
of § 8.1(b) with respect to grants, the contract may provide, with such special 
stipulations in the contract as may be deemed necessary in the public interest, 
for leaving the ownership and disposition of all domestic rights for determina- 
tion by the contracting institution in accordance with such policies and 
procedures. 

§8.7 (Cancer chemotherapy industrial research contracts. Notwithstanding 
the provisions of § 8.6, the Surgeon General in the negotiation of contracts with 
other than nonprofit organizations for the cancer chemotherapy research pro- 
gram shall be subject only to such limitations and alternatives as the Secretary 
may approve for such program. 
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6-10-20 PATENT POLICY APPLICABLE TO CANCER CHEMOTHERAPY 
INDUSTRIAL RESEARCH CONTRACTS 


A. General 

1. The cancer chemotherapy program of the Public Health Service is an 
intensified effort, with special appropriations made available under a Congres- 
sional directive, to explore exhaustively and rapidly the potentialities of 
chemical compounds in the control of cancer. Because of the peculiar exigen- 
cies of this program and in order that the resources of pharmaceutical and 
chemical firms may be brought to bear with a minimum of delay, certain ex- 
ceptions to general Department policy will be permitted in the negotiation of 
industrial contracts for this program. 

2. Industrial research contracts for this program may contain either: 

a. the standard patent clauses, reserving to the Surgeon General the right to 
determine the disposition of inventions arising from the performance of the 
contract or, in lieu of such right, 

b. standard alternative clauses leaving the right to patent and exploit such 
inventions with the contractor, subject to certain limitations deemed necessary 
to protect the public’s interest in the results of the contracted research. 

3. Department policy concerning the negotiation and operation of the 
alternative clauses: 

a. Contract negotiations: The alternatives indicated will be made available 
in the negotiations with all contracting companies without discrimination. 

b. Public interest: The operation of these alternative clauses will be closely 
reviewed to assure that the following basic objectives are maintained in the 
public interest : 

(1) The availability of information concerning the results of research 
and the right, without undue delay, to make disclosures to the extent 
essential to serve the research need ; 

(2) The availability for development and use of health purposes, on 
reasonable terms, of inventions arising from the research contract, whether 
actual development and production is to be made by the contractor himself 
or by others; and 

(3) Sustained concentration on the anti-cancer objective of all resources 
mobilized for the purposes of the contract. 

ce. Contractor's interests: The Surgeon General or his representatives shall 
maintain close consultations with the contractor concerning questions affecting 
the public need for the products of inventions which are subject to the limita- 
tions prescribed in the alternative clauses for the protection of the public inter- 
est with respect to their supply, price, and quality. The objective of these 
consultations shall be to promote a mutual awareness of such matters in order 
to assure to the contractor (under his right to exploit the invention) an op- 
portunity on his own initiative to take such actions regarding them as he 
believes would be in his and in the public interest. 

B. Contracts for research—Rights left to contractor. When the contract is 
for research (including contracts for product development necessary for purposes 
of research) to be performed by the company (with or without provision for 
subcontracting), the contract, as an alternative to the standard patent clauses, 
may provide for leaving to the contractor the right to patent and exploit any in- 
vention conceived or first actually reduced to practice in the course of the per- 
formance of the contract subject, however, to the following limitations which are 
deemed necessary to protect the public interest : 

1. Reporting. Agreement that the contractor will report promptly to the 
Surgeon General any such invention and will also report promptly the filing of 
any domestic or foreign patent application thereon or his election not to file 
such application. Invention Report shall be required after the conception or 
first actual reduction to practice of each invention that reasonably appears to 
be patentable and, in any event, as soon as any evidence of utility has been 
developed (whether in a health or other field of use). 

2. Disclosure. Reservation to the Surgeon General of the right to make dis- 
closure of the invention, whenever he deems it in the public interest, after taking 
into consideration a reasonable opportunity to the contractor to protect such 
rights as he may have in the invention. The contract may specify that such 
disclosure shall not in any case, without the consent of the contractor, be made 
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in less than six months from the time the Surgeon General determines the 
invention was or should have been reported. 

3. License to the Government. Reservation to the Government of an irrevo- 
cable, nonexclusive, royalty-free license to practice or cause to be practiced, by 
or for the Government throughout the world, each subject invention (whether 
patented or unpatented) in the manufacture, use or disposition according to law 
of any article or material or in the use of any method or process. 

4. Failure to meet health needs. 

a. In recognition of the Government’s investment and the public interest in 
the results of contracted research, agreement that whenever, subsequent to the 
contractor’s filing of a patent application for any invention conceived or first 
actually reduced to practice in the course of the performance of a contract, 
the Surgeon General, after obtaining and considering the advice of such ad- 
visory bodies or consultants as he deems appropriate and competent, has ground 
to believe that such invention, whether related to a product, process, or other- 
wise, is at such stage of development that if it were more generally available 
it would meet a health need and that the public interest * requires the invention 
to be available for health purposes to others than the contractor and his licen- 
sees, he shall so notify the contractor, giving reasons therefor, and request him, 
within a time specified, to take appropriate steps to meet the public need, which 
may include the issuance of licenses to additional manufacturers of the con- 
tractor’s own selection. (Such requests shall be supplementary to such in- 
formal consultations between the Surgeon General or his representative and the 
contractor as have taken place in accordance with the provisions of section 
A.3e¢ above.) 

b. If, upon expiration of the time specified, or such extension thereof as ap- 
proved by the Surgeon General, the Surgeon General finds that the contractor 
has failed to take appropriate steps adequate to meet the public need, he shall 
notify the contractor, with reasons therefor, that at the end of 90 days from 
such notice he will exercise the rights specified below. If within 20 days of 
receipt of such notice the contractor fails to file a written request for a hearing 
as provided below, the Surgeon General shall upon expiration of the above 90- 
day period have the right: 

(1) to dedicate to the public all rights in the invention? or; 

(2) to issue (under or in anticipation of the issuance of any such 
patent) nonexclusive, royalty-free licenses (for practice of the invention 
for any health purpose) on a nondiscriminatory basis to all qualified 
applicants to use, manufacture and sell embodiments of the invention 
for any health purpose.® 

e. If, within 20 days of receipt of notice, the contractor files such request for 
a hearing, the Surgeon General, or a representative or representatives desig- 
nated by him for this purpose, shall afford the contractor a reasonable oppor- 
tunity to be heard, to be represented by counsel, to present any pertinent in- 
formation and argument, and to rebut any other information to be considered 
in reaching a decision. The findings by the Surgeon General or such repre- 
sentative(s) shall be in writing, shall be based solely on the material presented 
at the hearing, and shall be final and binding on the contractor. If the Sur- 
geon General’s decision based on these findings be that the contractor has not 
met the public need and that public dedication or additional licensing by the 
Surgeon General is necessary in the public interest, he may so dedicate or license. 
effective at the end of the above-provided 90-day period or at the conclusion 
of the hearing, whichever is later. 

5. Contractor’s determination not to patent—Failure to pursue application. 
Agreement that in the event the contractor elects, within a period (not to 
exceed six months after the invention was or should have been reported) 
specified in the contract, not to file a patent application on the invention, or, 
having elected to file thereafter fails to file and diligently prosecute a patent 
application, the Surgeon General, when he deems it necessary in order to protect 
the availability of the invention for health purposes, shall have the right to 
require the assignment to the Government of all domestic rights therein except 
for the reservation of a nonexclusive royalty-free license to the contractor. 








1 With respect to supply, quality, or price. 

2Such dedication to be effective against the contractor and any persons claiming from 
him upon filing by the Surgeon General with the Commissioner of Patents of notice of 
same. 

* Hither one or both of these alternatives shall be specified in the contract, 
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6. Foreign rights. Similarly, agreement that if the contractor fails to file, 
or elects not to file, foreign patent applications which the Surgeon General 
determines are necessary to protect the availability of the invention for health 
purposes in other countries, the Surgeon General may require the assignment 
of the foreign rights. 

7. Renegotiation on new leads. (Such a provision not mandatory). The con- 
tract may provide that if, in the course of the performance of the contract, the 
contractor identifies any new lead which it wishes to develop at its own expense, 
without utilization of facilities financed by the Government, the Surgeon General 
may, when he deems it consistent with advancement of the research purposes 
of the Government, renegotiate the application of the patent provisions of the 
contract to such new lead. Any modification of the terms of the contract shall 
be upon such consideration (which may be used to reduce the obligation of 
the Government under the contract) as the Surgeon General may deem equitable 
under the circumstances, after taking into consideration the extent of the 
investment of the Government in relation to the probable cost of further 
development. 

C. Contracting with suppliers for screening and testing only. 

1. When a company furnishes, for controlled screening and testing only, 
compounds or products not otherwise available to the Service and in which the 
company has a proprietary interest, the contract may provide that all rights 
in the compound or product shall remain in the company. It may additionally 
provide for confidentiality of the results for a limited period after the completion 
of the screening process and the report of the results by the Service to the 
supplier. Such period, as to results deemed significant for the research purpose, 
shall not exceed 12 months. 

2. When the screening and testing of compounds obtained from the supplier 
under such a contract is carried out by an outside laboratory, the contract of 
the Service with the laboratory wil contain provisions to safeguard the rights 
of the supplier under its contract with the Service. 

D. Inventions by Federal employees. Inventions made by Federal employees, 
or by Federal employees jointly with others, are subject to determination under 
applicable Executive Orders and Department regulations. Appropriate refer- 
ence to this requirement will be made in connection with contracts with suppliers 
of chemical compounds for use in research to be conducted by the Service, and 
contracts for research and development in which Federal employees may in any 
way participate. 

BE. Background patents or rights. Nothing in this policy statement shall be 
deemed to limit the authority of the Surgeon General to negotiate for a license 
or other rights under existing patents or involving the use of patented or 
unpatented compounds or processes, as he may deem necessary for the effective 
prosecution of the cancer chemotherapy program. 


Senator Lone. We will insert in the record at this point a statement 
by Representative McDowell, of Delaware, with accompanying ex- 
hibits; and also a letter dated December 7, 1959, from the Department 
of Justice. 


(The documents referred to follow :) 


PREPARED STATEMENT OF Hon. Harris B. McDowe.., Jr., MEMBER OF U.S. 
HovusE OF REPRESENTATIVES OF DELAWARE, WITH ACCOMPANYING EXHIBITS 


Mr. McDoweLL. Mr. Chairman, an article by Ronald J. Ostrow in the Wall 
Street Journal of June 10, 1959, proves the need for a complete overhaul of 
the patent policies of the U.S. Government. 

U.S. Government patent policies, in the words of one high-ranking patent 
official, are “a mess,” and with the Federal Government now footing the cost of 
more than half the research in this country, agitation for a general overhaul 
of the system is increasing both in the Congress and elsewhere. 

Two points are at issue: First, whether present patent policies are fostering 
or hindering development of inventions, improvements, and discoveries; and, 
second, whether the Federal Government itself is hastening the death of small 
business by encouraging big business dominance and monoply of research. 

Within the past 10 years Federal expenditures on research have jumped 
from about $1 billion annually to more than $5 billion—with $3.5 billion for the 
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Department of Defense alone in the 1960 budget. Private industry altogether 
spends only $4 billion on its own research. 

The Defense Department allows a company to keep any patents it develops, 
except for free use by the Government. 

Many people have asked with good reason why the United States does not 
at least recoup its research costs by taking a cut of the commercial royalties. 
The British Government has been doing this for over 50 years and no one of 
repute has seriously contended that it hindered research there. The Vickers 
Viscount, developed under Government contract, has returned enough to the 
british treasury to pay off the original research cost and yield a profit. Jet 
engines have clearly been a profitable venture for the British Government. 
Clearly, too, British research and development is among the finest in the world. 

There is no overall Federal Government policy on patents in Washington, as 
was pointed out in a fine article in the trade magazine, Product Engineering, 
published by McGraw-Hill, May 4, 1959, written by David Secrest. 

The Defense Department, the National Aeronautics and Space Administration, 
and the Atomic Energy Commission reflect three widely differing patent poli- 
cies. Since many contracts cut across several Federal departments and agen- 
cies, the contractor may be dealing with half-a-dozen different patent attitudes 
on the same project. Certainly nothing could be more confusing, or more dele- 
terious to the defense effort for that matter, than the lack of a sound, sane 
governmentwide patent policy. 

I have joined with the gentleman from New Jersey, Representative Frank 
Thompson, Jr., and the gentleman from Utah, Representative David S. King, 
in offering legislation which would establish an overall U.S. patent policy and 
end the present confusion and “mess.” 

My bill, H.R. 7705, is directed primarily at the patent policy of the armed 
services, and preserves the present patent policies of the Tennessee Valley 
Authority, the Atomic Energy Commission, the National Aeronautics and Space 
Administration, and the Departments of Agriculture, and Health, Education, 
and Welfare. 

Under my bill the Federal Government would share in patent royalties just 
as the British Government does on inventions resulting from research contracts 
of the National Government, and small business would be helped. The present 
strong monopolistic trend which dominates the Federal research and develop- 
ment program would be halted. The record shows that 5 percent of the larger 
industries and research organizations in this country are now gobbling up much 
of the research and development talent, the brains, and the know-how as well 
as 95 percent of the research contracts and doing this with Federal funds. In 
fact, the small business taxpayer is helping to pay for his own demise under 
the present patent policy. 

The magazine, Product Engineering, to which I have referred, declares that: 


Exuisit No. XVII(A) 


[Excerpt from magazine, Product Engineering] 


“Excessive channeling of research contracts into big business is causing con- 
siderable worry. Big business (over 500 employees) gets at least 95 percent 
of the Government research, and 100 firms get 85 percent among them. The 
top 14 companies getting contracts between 1954 and 1956 were all big electric 
and aircraft companies. The Attorney General has warned that channeling 
all this patent potential into big business is just building up the monopoly trend. 

“The House Small Business Committee recently spoke of the ‘ominous shadow 
east on the future with the monopoly of technology by big business.’ Small 
business helps foot the Government research bill and should at least have access 
to patents developed at the taxpayers’ expense. The big contractors reply that 
it is their reservoir of knowledge that makes research successful.” 

Miss Sylvia Porter made some of the same points in an article she wrote 
about the final report made by the House Small Business Committee on its 
investigations in 1955 and 1956. I include her short article at this point in 
my remarks. 





PATENT POLICIES OF THE FEDERAL GOVERNMENT—1959 375 


(The article referred to follows :) 
Exuisir No. XVII(B) 
PLIGHT OF SMALL BUSINESS: GOVERNMENT Frets, Bur Acts CONTRARIWISE 


(By Sylvia Porter) 

The Government itself well may be giving the kiss of death to independent 
small business in our land—through the Defense Department’s program of 
channeling huge amounts of funds for research and development year after year 
almost exclusively to big business. 

The importance of this cannot be overestimated. 

In our age of technological revolution, research has become crucial. In more 
and more industries, what a corporation gets out of research decides whether 
it thrives or dies. 

Yet, despite the Government’s oft-repeated concern about the trend toward 
concentration of industrial power, its own policies are contributing to this trend. 
And no one who has the facts can deny it. 

The House Small Business Committee of the 84th Congress has just released 
its final report on its investigations in 1955 and 1956. I have studied every page 
of the chilling 191-page document which leads its chairman, Wright Patman, 
Democrat, Texas, to predict that if the trends of the past 5 years continue, 
“within 18 years all manufacturing business and most of the distribution and 
service business of the Nation will be controlled by corporations having more 
than $100 million of assets.” 

But this colorful comment of the controversial Patman is not what impressed 
me. Rather what hit me was a chapter tucked far back in the report entitled 
“Government Subsidies for Research and Industrial Advancement,” for it tells 
the following tale: 

The Government currently pays for almost two-thirds of all research and 
development in our country. 

The Defense Department is by far the biggest spender of the funds, and it 
alone passes out about $1.5 billion of research money annually to private com- 
panies, “100,000 times as great as the Small Business Administration’s whole 
lending program, designed to assist small-business expansion.” 

Now where does the money go? 

A full 95 percent of it goes to companies employing more than 500 workers. 
This certainly fits the definition of big business firms. 

In the past 3 years, research contracts totaling $4.7 billion have been awarded. 
Of this $4.6 billion, or 98.1 percent, has gone to the 500 largest contractors. 

What are some of the implications of this? 

The companies doing the research turn up not only inventions for defense but 
also products for civilian uses. 

To quote the Attorney General himself: ‘Processed foods, electronic devices, 
and penicillin, to list only a few present-day commercial products, were all 
originally developed under research and development programs for defense 
purposes.” 

The companies have the privilege, under our national patent policy, to patent 
and control an invention if they want to. In the past 5 years alone, the companies 
have claimed rights to at least 6,788 inventions. 

Again, this leads the Attorney General to make the extraordinary admission: 
“What indications are available warn that the Government expenditures may 
not run counter to the industry trend toward concentration but in some degree 
may even enforce it?” 

So what, then, should be done? At a minimum, the report suggests: 

The administration should eliminate the “statistical vacuum” that exists on 
who’s getting what for research so a sound program can be worked out that will 
better protect our competitive system. 

It certainly should greatly simplify the contract bidding process so smaller 
companies won’t be under so brutal a disadvantage. 

It should make sure that the officers in charge of awarding contracts don’t 
discriminate against small business because of their cautious tendency to deal 
only with firms which have an established reputation. 
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It surely should begin at once a reexamination of our whole patent policy to 
see what amendments are in order. 


In 1948, President Roosevelt asked the Attorney General to investigate Goy- 
ernment patent practices and policies and to report to him with recommendations 
respecting the relationships of contractors and of Government employees to the 
Government with respect to their respective inventions. On the subject of 
inventions made by Government contractors, the Attorney General made the 
following findings and conclusions in his “Report of the Attorney General, 


w799 . 
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Investigation of Government Patent Practices and Policies, 1947 
Exurpir No XVII(C) 
Eecerpts from report of the Attorney General 


1. Where patentable inventions are made in the course of performing a Gov- 
ernment-financed contract for research and development, the public interest 
requires that all rights to such inventions be assigned to the Government and 
not left to the private ownership of the contractor. Public control will assure 
free and equal availability of the inventions to American industry and science; 
will eliminate any competitive advantage to the contractor chosen to perform 
the research work; will avoid undue concentration of economic power in the 
hands of a few large corporations; will tend to increase and diversify available 
research facilities within the United States to the Advantage of the Government 
and of the national economy; and will thus strengthen our American system of 
free, competitive enterprise. 

2. To leave patent rights to the contractor may permit the suppression of an 
invention paid for by the public, or the imposition of an assessment for its use 
by the public to serve private advantage. It would constitute an unequal form 
of reward for comparable performance, and would tend to unbalance Federal 
research by making more desirable those aspects likely to lead to commercially 
valuable patent rights. 

3. Expert opinion and experience within and without the Government support 
the conclusion that a policy of public ownership of inventions made under Gov- 
ernment contract would be acceptable to a sufficient number of competent private 
and institutional laboratories to make it workable. However, exceptions to the 
basic policy should be allowed where necessary in emergency situations, to permit 
the contractor to retain the patent rights to inventions to which he has already 
made a substantial independent contribution; but in all such cases the Govern- 
ment should obtain at least a free license under the resulting inventions and 
should prohibit their suppression or the assessment of unreasonable charges for 
their use by others. 

4. The weight of evidence is that the policy recommended herein will not 
substantially increase the cost of Government research contracts, or diminish 
the efforts of the contractor’s organization to perform the work competently. 
To the extent that extra costs may result from the recommended policy, they 
would be fully justified by the advantages of making publicly financed technology 
broadly and freely available. 





The report included recommendations consistent with these findings, and I 
think this committee could very well consider the feasibility of developing legis- 
lation to implement these recommendations of the Attorney General, and helping 
to get it enacted into law. 

With your permission I would like to include here as part of my remarks the 
text of my H.R. 7705; the article by Ronald J. Ostrow in the Wall Street Journal 
of June 10, 1959, to which I have referred; and the text of chapter VI, of the 
final report of the Select Committee on Small Business, 84th Congress, 2d session, 
entitled “Government Subsidies for Research and Industrial Development.” 
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(The documents referred to follow :) 


Exuisit No. XVII(D) 
(H.R. 7705, 86th Cong., 1st sess.] 


A BILL To amend chapter 27 of title 35 of the United States Code with respect to the 


rights of the United States in certain patents arising out of research and development 
contracts with the United States 


Be is enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That chapter 27 of title 35 of the United 
States Code is amended by adding at the end thereof the following: “§ 268. 
Rights of United States in certain patents 

“(a) In the case of any patent hereafter granted which is based upon an 
invention, improvement, or discovery conceived or first actually reduced to 
practice in the course of performance of any research or development contract 
with a procurement agency, or of any subcontract of such a contract, or in the 
course of the performance of any prior experimental, developmental, or research 
work done upon the understanding that a contract (whether or not a research 
or development contract) with a procurement agency would be awarded, the 
United States shall have royalty-free, nonexclusive license to practice or have 
practiced such invention, improvement, or discovery. Each research or develop- 
ment contract hereafter awarded by a procurement agency shall provide that in 
the case of any patent covered by the preceding sentence, the United States shall 
receive a percentage, determined by negotiation as provided in the contract, of 
the income from the commercial utilization of the invention, improvement, or 
discovery patented. 

“(b) As used in this section (1) the term ‘research or development contract’ 
means a contract entered into by a procurement agency under which payment 
is to be made for experimental, developmental, or research work; and (2) the 
term ‘procurement agency’ means the General Services Administration, the 
Post Office Department, the Department of the Army, the Department of the 
Navy, the Department of the Air Force, and the Department of Defense.” 

Sec. 2. The analysis of such chapter 27 is amended by inserting immediately 
below 
“967. Time for taking action in Government applications.” 
the following: 


“268. Rights of United States in certain patents.” 


Exureit No. XVII(E) 
[From the Wall Street Journal, June 10, 1959] 


Sworp TO PLOWSHARE: MILITARY RESEARCH BRINGS GROWING FLOOD oF CIVILIAN 
PropucTts—ARMY Hut TurNs INTo Beach Housre—NaAvy GENERATOR Gores To 
WorK ON PIPELINE—ButT SomME Secrets Strep AWAY 


(By Ronald J. Ostrow) 


Corporate Research, Inc., a year-old Ann Arbor, Mich., concern, plans to intro- 
duce this summer a round 230-square-foot house made of a plastic foam material 
lined with kraft paper. The company, aiming for the beach house and playhouse 
markets, will sell the house for about $249. 

New York Savings Bank just installed a high-speed facsimile communications 
system linking its main office on Manhattan’s 14th Street with a branch office at 
46th Street and Lexington Avenue. The particular type of facsimile system was 
developed and is being produced by Alden Electronics & Impulse Recording Co., 
an affiliate of Alden Products Co., of Brockton, Mass. 

These newly developed products have something in common: They were devel- 
oped primarily with Government funds and made their debuts in the military 
market. The house grew out of an Army research contract aimed at finding 
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light, portable huts to house troops; the facsimile system resulted from a Navy 
contract. 
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AN INCREASING IMPACT 


The mushrooming expenditures by the Government for what is familiarly 
known in industry as R. & D., is having an increasing impact on private industry, 
and ultimately on consumers. In the current fiscal year the Pentagon is spending 
about 90 percent of its $3 billion research, development, and evaluation outlay 
among more than 1,700 private U.S. concerns. A year ago the Pentagon distrib- 
uted a smaller amount among about 1,600 companies. 

Look at some other cases where Government-sponsored R. & D. contracts led 
to products that found their way into civilian markets, and you get an idea of the 
diversity of the civilian goods that emerge by this route. 

American Optical Co., of Southbridge, Mass., recently began selling a new type 
of lightweight sunglasses with straight side-pieces, designed to slip on and off 
easily, but to remain firmly in place when worn. A $367,000 Air Force R. & D. 
contract financed development of the glasses, originally made to be used by flyers 
while wearing radio headphones. “The reception (by the civilian market) has 
been very good already, and we expect very good sales,” says an American Optical 


official. 
GENERATORS AND POWERPLANTS 


Texas Eastern Gas Transmission Corp. plans shortly to install a 300-kilowatt 
generator on its natural gas pipeline in Louisiana. The generator, a newly 
developed product of Solar Aircraft Co., of San Diego, is powered by a 500- 
horsepower Jupiter gas turbine engine that has been converted to run on natural 
gas. Solar began to develop the engine in 1947 under a Navy Bureau of Ships 
contract when the Navy was seeking a shipboard emergency generator. Other 
models of the Jupiter are on consignment to two boat builders who are experi- 
menting with them as powerplants to run personnel craft for offshore petroleum 
operations. 

Coleman Engineering Co., Inc., of Torrance, Calif., has sold 600 of its Digitizer 
devices, 70 percent of these to commercial markets, since it developed the machine 
while working on a $50,000 Navy contract in 1952 to develop a specialized auto- 
matic data handling machine. The Digitizer converts the movements of gages 
and other motion into numbers, then transmits this data to a computer; commer- 
cial applications include automatically recording temperatures and pressures in 
oil refineries and recording and transmitting weather data from remote observa- 
tion stations, eliminating the need for such stations to be manned. 

A company developing a device under a Government contract usually retains 
commercial patent rights, but yields to Uncle Sam a royalty-free license to 
have the item manufactured for military use. 

Companies aren’t always able to take a product developed for the military 
and convert it directly into an item for the civilian market, of course. ‘Commer- 
cial benefits from Government R. & D. are usually indirect,” says Dr. James E. 
Lipp, director of development planning for Lockheed Aircraft Corp., of Burbank, 
Calif. “Technical advances made under Government sponsorship are usually 
applied in altered form and at a later time in our commercial products,” he adds. 


A MAJOR EXAMPLE 


A neighboring competitor of Lockheed, Douglas Aircraft Co., Inc., provides a 
major example of these indirect benefits. Says A. E. Raymond, senior vice presi- 
dent-engineering: “The DC-8 jet airliner we’re getting into service now follows 
the pattern of sweptback-wing planes we developed for the military.” 

A Douglas official explains that sweptwing aircraft, which have greater speed 
potential, have different flight characteristics than the conventional straight-wing 
planes. For one thing, the center of gravity in a sweptwing craft is farther to 
the rear, and the plane has a tendency to be less stable at low speeds. 

To work out this and other problems, Douglas, under a Navy R. & D. contract, 
built the experimental sweptwing, needle-nose D-558-2 Skyrocket, a rocket-pow- 
ered plane that first flew in February 1948. Later, with Navy contracts, Doug- 
las turned out the sweptwing A3D, which first flew nearly 6 years ago but still 
is being produced and used as a bomber by the fleet. 

“Military experience in operation and design is very useful commercially,” 
says Mr. Raymond, “because the military is pushing for performance primarily, 
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rather than safety. They try out new developments first, so commercial planes 
always derive some benefit from military designs.” 

Mr. Raymond is unable to estimate the amount his company saved through 
military-sponsored research in developing the DC-8, but notes: “If we hadn’t had 
the military experience, we couldn’t have built it at all.” 

Besides reaping both direct and indirect benefits from Government R. & D. 
projects, companies involved in these projects say the work allows them to main- 
tain larger scientific and engineering staffs than they otherwise would be able 
to afford. They also find that working for Uncle Sam gives them access to re- 
ports on the progress of others in their industry; these reports yield vital tech- 
nical information. 

Observing that “civilian fallout from military R. & D. work is a hard thing 
to measure,” a Raytheon Manufacturing Co. official declares: ‘‘We always bene- 
fit from military R. & D. inasmuch as it permits us to maintain a large and well- 
rounded scientific and engineering staff. From their research efforts, we derive 
a breadth and depth of technical knowledge that we would not be able to achieve 
solely from commercial R. & D.” 

Raytheon’s development of radar for the Navy during World War II, with the 
resulting growth of a staff skilled in radar principles, is probably a classic ex- 
ample of Government-sponsored R. & D. enhancing a company’s profit capabili- 
ties. “Today, we’re a leading producer of commercial ship radar, the basic 
know-how for which we gained from the Navy work,” an official of the Waltham, 
Mass., concern says. The commercial work is in addition to the radar Raytheon 
turns out for the military, he adds. 


A MIXED BLESSING 


Companies at work on Government R. & D. programs and sharing technical in- 
formation with other concerns engaged in like tasks say this exchange proves 
a mixed blessing. 

“These reports enable us to save a great deal of money and effort by not dupli- 
cating something another company has done already,” says the president of a 
company which develops and manufactures semiconductors. 

But this executive comments that “technical information sharing is one of the 
prices a company pays for being engaged in Government R. & D.” And he offers 
an example of how some electronics companies got a boost from the Government 
research work done by one of their competitors. 

Backed by a military contract, a young, small east coast concern “did a whiz- 
bang job of developing a silicon power rectifier,’ a piece of electronic hardware 
that converts alternating electrical current to direct current. “The minute they 
were out with this thing, others in the industry who had not been able to de- 
velop the rectifier on their own got a copy of the Government report and gleaned 
vital clues on how to produce the device,” he says. The result was that a number 
of companies had the rectifier on the market at least a year sooner than they 
would if they had had to develop it entirely on their own. 

In this case the company’s development was not patentable, and there was 
nothing to prevent other companies from using the information learned through 
the Government report in producing their own versions. 


A QUICKER EVALUATION 


A company doing military-sponsored research often gets an earlier evaluation 
of how its work is going than it would if the research was aimed only for com- 
mercial markets, companies say. 

“You get a good, early calibration of where your R. & D. stands in military 
work, not years later as is often the case in commercial research,” contends Roy 
L. Ash, executive vice president of Litton Industries, Inc., Beverly Hills, Calif., 
electronics concern, whose military development and production currently ac- 
counts for about 45 percent of total volume. 

“When competing in the commercial market, you often spend several years in 
the laboratory conceiving and developing a product, and then you take time to 
develop a market program and to test it, before you finally get around to put- 
ting the decision of your success up to the public,” notes Mr. Ash. “But when 
you're selling to the military, they’re interested in technological improvements 
just over the horizon—the best brainwork to this point. The Government,” Mr. 
Ash adds, “is able to provide an early evaluation of your R. & D. effort.” 
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AN INCREASING IMPACT 


The mushrooming expenditures by the Government for what is familiarly 
known in industry as R. & D., is having an increasing impact on private industry, 
and ultimately on consumers. In the current fiscal year the Pentagon is spending 
about 90 percent of its $3 billion research, development, and evaluation outlay 
among more than 1,700 private U.S. concerns. A year ago the Pentagon distrib- 
uted a smaller amount among about 1,600 companies. 

Look at some other cases where Government-sponsored R. & D. contracts led 
to products that found their way into civilian markets, and you get an idea of the 
diversity of the civilian goods that emerge by this route. 

American Optical Co., of Southbridge, Mass., recently began selling a new type 
of lightweight sunglasses with straight side-pieces, designed to slip on and off 
easily, but to remain firmly in place when worn. A $367,000 Air Force R. & D. 
contract financed development of the glasses, originally made to be used by flyers 
while wearing radio headphones. “The reception (by the civilian market) has 
been very good already, and we expect very good sales,” says an American Optical 


official. 
GENERATORS AND POWERPLANTS 


Texas Eastern Gas Transmission Corp. plans shortly to install a 300-kilowatt 
generator on its natural gas pipeline in Louisiana. The generator, a newly 
developed product of Solar Aircraft Co., of San Diego, is powered by a 500- 
horsepower Jupiter gas turbine engine that has been converted to run on natural 
gas. Solar began to develop the engine in 1947 under a Navy Bureau of Ships 
contract when the Navy was seeking a shipboard emergency generator. Other 
models of the Jupiter are on consignment to two boat builders who are experi- 
menting with them as powerplants to run personnel craft for offshore petroleum 
operations. 

Coleman Engineering Co., Inc., of Torrance, Calif., has sold 600 of its Digitizer 
devices, 70 percent of these to commercial markets, since it developed the machine 
while working on a $50,000 Navy contract in 1952 to develop a specialized auto- 
matic data handling machine. The Digitizer converts the movements of gages 
and other motion into numbers, then transmits this data to a computer; commer- 
cial applications include automatically recording temperatures and pressures in 
oil refineries and recording and transmitting weather data from remote observa- 
tion stations, eliminating the need for such stations to be manned. 

A company developing a device under a Government contract usually retains 
commercial patent rights, but yields to Uncle Sam a royalty-free license to 
have the item manufactured for military use. 

Companies aren’t always able to take a product developed for the military 
and convert it directly into an item for the civilian market, of course. ‘Commer- 
cial benefits from Government R. & D. are usually indirect,” says Dr. James E. 
Lipp, director of development planning for Lockheed Aircraft Corp., of Burbank, 
Calif. “Technical advances made under Government sponsorship are usually 
applied in altered form and at a later time in our commercial products,” he adds. 


A MAJOR EXAMPLE 


A neighboring competitor of Lockheed, Douglas Aircraft Co., Inc., provides a 
major example of these indirect benefits. Says A. E. Raymond, senior vice presi- 
dent-engineering: “The DC-8 jet airliner we’re getting into service now follows 
the pattern of sweptback-wing planes we developed for the military.” 

A Douglas official explains that sweptwing aircraft, which have greater speed 
potential, have different flight characteristics than the conventional straight-wing 
planes. For one thing, the center of gravity in a sweptwing craft is farther to 
the rear, and the plane has a tendency to be less stable at low speeds. 

To work out this and other problems, Douglas, under a Navy R. & D. contract, 
built the experimental sweptwing, needle-nose D-558-2 Skyrocket, a rocket-pow- 
ered plane that first flew in February 1948. Later, with Navy contracts, Doug- 
las turned out the sweptwing A3D, which first flew nearly 6 years ago but still 
is being produced and used as a bomber by the fleet. 

“Military experience in operation and design is very useful commercially,” 
says Mr. Raymond, “because the military is pushing for performance primarily, 
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rather than safety. They try out new developments first, so commercial planes 
always derive some benefit from military designs.” 

Mr. Raymond is unable to estimate the amount his company saved through 
military-sponsored research in developing the DC-8, but notes: “If we hadn’t had 
the military experience, we couldn’t have built it at all.” 

Besides reaping both direct and indirect benefits from Government R. & D. 
projects, companies involved in these projects say the work allows them to main- 
tain larger scientific and engineering staffs than they otherwise would be able 
to afford. They also find that working for Uncle Sam gives them access to re- 
ports on the progress of others in their industry; these reports yield vital tech- 
nical information. 

Observing that “civilian fallout from military R. & D. work is a hard thing 
to measure,” a Raytheon Manufacturing Co. official declares: ‘‘We always bene- 
fit from military R. & D. inasmuch as it permits us to maintain a large and well- 
rounded scientific and engineering staff. From their research efforts, we derive 
a breadth and depth of technical knowledge that we would not be able to achieve 
solely from commercial R. & D.”’ 

Raytheon’s development of radar for the Navy during World War II, with the 
resulting growth of a staff skilled in radar principles, is probably a classic ex- 
ample of Government-sponsored R. & D. enhancing a company’s profit capabili- 
ties. “Today, we’re a leading producer of commercial ship radar, the basic 
know-how for which we gained from the Navy work,” an official of the Waltham, 
Mass., concern says. The commercial work is in addition to the radar Raytheon 
turns out for the military, he adds. 


A MIXED BLESSING 


Companies at work on Government R. & D. programs and sharing technical in- 
formation with other concerns engaged in like tasks say this exchange proves 
a mixed blessing. 

“These reports enable us to save a great deal of money and effort by not dupli- 
cating something another company has done already,” says the president of a 
company which develops and manufactures semiconductors. 

But this executive comments that “technical information sharing is one of the 
prices a company pays for being engaged in Government R. & D.” And he offers 
an example of how some electronics companies got a boost from the Government 
research work done by one of their competitors. 

Backed by a military contract, a young, small east coast concern “did a whiz- 
bang job of developing a silicon power rectifier,’ a piece of electronic hardware 
that converts alternating electrical current to direct current. “The minute they 
were out with this thing, others in the industry who had not been able to de- 
velop the rectifier on their own got a copy of the Government report and gleaned 
vital clues on how to produce the device,” he says. The result was that a number 
of companies had the rectifier on the market at least a year sooner than they 
would if they had had to develop it entirely on their own. 

In this case the company’s development was not patentable, and there was 
nothing to prevent other companies from using the information learned through 
the Government report in producing their own versions. 


A QUICKER EVALUATION 


A company doing military-sponsored research often gets an earlier evaluation 
of how its work is going than it would if the research was aimed only for com- 
mercial markets, companies say. 

“You get a good, early calibration of where your R. & D. stands in military 
work, not years later as is often the case in commercial research,” contends Roy 
L, Ash, executive vice president of Litton Industries, Inc., Beverly Hills, Calif., 
electronics concern, whose military development and production currently ac- 
counts for about 45 percent of total volume. 

“When competing in the commercial market, you often spend several years in 
the laboratory conceiving and developing a product, and then you take time to 
develop a market program and to test it, before you finally get around to put- 
ting the decision of your success up to the public,” notes Mr. Ash. “But when 
you're selling to the military, they’re interested in technological improvements 
just over the horizon—the best brainwork to this point. The Government,” Mr. 
Ash adds, “is able to provide an early evaluation of your R. & D. effort.” 
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Small companies often sing the loudest praise of Government R. & D. They 
say that with the aid of Uncle Sam’s research money they’re able to investigate 
fields that would be too expensive for them to look into with just their own 
resources. 

COULDN’T AFFORD THE RESEARCH 


“A company our size couldn’t afford to be in this basis research if it weren’t for 
Government contracts,” says Ralph F. Redemske, vice president of Servomech- 
anisms, Inc., Hawthorne, Calif., developer and producer of electromechanical 
systems and components whose sales totaled about $17 million last year. Mr, 
Redemske is speaking specifically of the company’s investigation of thermo- 
electric power—the conversion of heat into electricity—under Navy sponsorship 
since 1957. The research, being carried on at the company’s Santa Barbara, 
Calif., facility, is now at the rate of $100,000 a year, according to Mr. Redemske. 

Government research contractors, both big and small, insist that the direct 
profits from an R. & D. contract are not what prompt them to vie for the work. 

“There’s not much profit in Government R. & D. work, especially when you de- 
velop just one of something,” says an official of Packard-Bell Electronics Corp., 
Santa Monica, Calif. “But you learn how to make something new, advancing 
the state of the art, which very often leads to commercial or Government pro- 
duction contracts. Very often the gleam in an eye in your lab is going to produce 
a hum in your production line—regardless of who finances it.” 

Litton Industries’ Mr. Ash also discounts the profits directly resulting from 
such work. “Litton isn’t in this work to sell its engineering services for a fee,” 
he says. ‘We look at it from the standpoint that for every dollar of engineering 
we do, there’s $10 or $15 or $20 worth of future product sold.” 


A SMALLER PROFIT 


Mr. Ash says that cost-plus-fixed-fee work, typically associated with military 
R. & D. yields a pretax profit of 6 or 7 percent of sales, lower than the 10-percent 
profit he says is generally associated with military fixed-price production 
contracts. 

“The possible profit you can make from an R. & D. contract is so small that 
going out for that alone is hardly worthwhile,” asserts Dr. James Carter, research 
adviser of Aerojet-General Corp., Azusa, Calif., subsidiary of General Tire & 
Rubber Co. “Of course, there’s always the possibility of the research contract 
leading to military production or commercial application,” he adds. 

Although he won’t forecast when any of them might reach the market, Aerojet- 
General has several commercial applications from some of its military research 
in the works, Dr. Carter says. One project: Adapting nitromethane as a com- 
mercial explosive. “Under a Navy contract, some years ago we did a great deal 
of investigation of nitromethane as a monopropellant—for missiles—one that 
would be a fuel and an oxidizer at the same time,” Dr. Carter recalls. ‘“How- 
ever, it proved to be either too hazardous as a fuel or to have combustion 
difficulties.” 

Aided by its fuel study, Aerojet-General has ironed out some of the problems 
and now is working with petroleum companies studying the use of nitromethane 
in seismic oil exploration and also as the agent for underground explosions to 
step up the yield from low-producing wells. “It’s much safer than _nitro- 
glycerine,” claims Dr. Carter, “and because it’s a liquid it’s easier to place than 
solid explosives in a number of applications.” 





A SUBSTANTIAL PORTION 


Although Government R. & D. contracts may offer lower profits than that 
which companies usually pursue, the dollar amount of the work often is much 
greater than what they themselves put into research, and accounts for a substan- 
tial portion of their total sales volume. For example, Lockheed in 1958 had 
volume of $962,679,211, which included $323,900,000 of Government research and 
development contracts. In the same period Lockheed spent $25.2 million on its 
own research and development program. This year the aircraft and missile 
maker expects to do $400 million of Government-sponsored R. & D. while digging 
down in its own pocket for about $12 million. 

“In an industry with a rapidly expanding technology like ours,” says Lock- 
heed’s Dr. Lipp, ‘‘a strong R. & D. program is a necessary foundation for vir- 
tually all of Lockheed’s sales.” 
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Despite the chance of a hefty production contract or profitable commercial 
application, companies note that Government R. & D. contracts in some cases 
have some major disadvantages. For one thing, they say a company’s patent 
position is sometimes damaged by work it does under Government contracts. 
They also say that nonmilitary projects often are delayed by work on military 
R. & D. jobs, which usually are on a rush basis, and that Government research 
wants often are too specialized to do a company’s commercial market much good. 

Another reason is that companies doing big Government R. & D. projects are, 
of course, at the mercy of the Federal Government; sudden cutbacks as the 
result of budget problems or other reasons often have a severe impact. A 
classic example was the cancellation in 1957 of R. & D. work being done by 
North American Aviation, Inc., on the Navaho missile. The work had started 
in 1950 and by the time it was canceled some $700 million had been poured into 
it. North American had to lay off 12,000 people when the project was dropped. 

Space age concerns, in particular, are upset these days by the regulations 
of the youthful National Aeronautics and Space Administration regarding 
patent rights. Just last month a delegation representing some of these con- 
tractors trouped to Washington to urge that the agency revamp its rules. 


ALL RIGHTS CLAIMED 


Terms of the 1958 law which created NASA to oversee the U.S. space programs 
seem to give the Federal Government the right to claim all rights—commercial 
as well as military—to any invention resulting from a NASA contract. Critics 
of the legislation say this is contrary to the usual practice under Armed Forces 
procurement provisions, where a company developing a device under a Govern- 
ment contract retains its commercial patent rights. 

Contractors complain that besides retaining both commercial and military 
rights, NASA regulations define a contract so broadly that a subcontractor or 
supplier to a firm at work on a NASA project, though he has no direct con- 
tractual relationship with the Government agency, surrenders any chance to 
have a device patented if it’s a space age item. 

The NASA patent rules “will restrict creative effort on the part of private 
industry,” warns Robert Lent, director of marketing for Statham Instruments, 
Inc., of Los Angeles, developer and manufacturer of transducers, electromechani- 
eal devices that convert physical information to electrical impulses and transmit 
the impulses to electronic data handling equipment. 

Mr. Lent claims the rules assume rockets and missiles won’t be used in com- 
mercial way. He complains the rules recently caused Statham to pass up 
an order. 

“A buyer for a major company that had taken a NASA R. & D. contract came 
to us and wanted transducers off the shelf. But because his firm was working 
on a NASA contract, I would have jeopardized the patent position of our trans- 
ducers in accepting the order,’ Mr. Lent contends. He turned down the sale, 
and the buyer went to another supplier, the marketing director adds glumly. 

A NASA official in Washington, citing the agency’s provisions that allow the 
NASA administrator to waive the Government’s patent rights, says it’s not 
NASA’s intention to apply the rules as severely as some industrial critics fear. 
Industry’s objections to the patent provisions “are currently being considered,” 
he says. “There will be changes,” he predicts, “but how far they'll go we 
can’t say.” 


ExuisBit No. XVII(F) 


Excerpts from Final Report of House Small Business Committee 
(H. Rept. 2970, 84th Cong., 2d sess. ). 
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CHAPTER VI. GOVERNMENT SUBSIDIES FOR RESEARCH 
AND INDUSTRIAL ADVANCEMENT 


In the-technological revolution which American industry is presently 
undergoing, Government research and development expenditures may 
well prove to be the kiss of death for independent small business. 


The Government is the biggest buyer of research 


With the Government currently paying for almost two-thirds of all 
research and development, the disproportionate subsidy to bigness is 
contributing immeasurably to an already dangerous degree of indus- 
trial concentration. 

Concerned about the long-range implications of the military pro- 
curement program which is geared to deal with big business, this 
committee has been especially distressed by the ominous shadow 
which is cast on the future with the monopoly of technology by big 
business. 

Last year, in a supplemental statement to a subcommittee report 
on the Small Business Administration, the Honorable Joe L. Evins 
reiterated these fears. In that statement he stressed the potential 
danger to healthy competitive relationships which comes with the 
selective treatment which allows some firms to forge ahead of others 
in Government financed research.’ 

Because the Department of Defense is by far the biggest spender 
of research funds, its program is by far the most crucial in its economic 
effects. It spends at least 85 percent of all Federal funds which are 
spent for research, and almost all these funds go to private business 
firms. Persistently, this committee has sought information on the 
scope and pattern of Government research and development expendi- 
tures, in order to appraise that program and evaluate its impact on 
small business. 

There is a statistical vacuum.—This matter of statistics was raised 
by our chairman in hearings before the Banking and Currency Com- 
mittee on the extension of the Small Business Administration.? The 
SBA Administrator was asked what proportion of the Government’s 
research and development contracts go to small business. The extent 
of the Administrator’s information was that he believed the Navy 
was cooperative in trying to place some contracts with small business. 

Subsequently, at our chairman’s request, Mr. Barnes supplied a 
letter from the Assistant Secretary of Defense (Supply and Logistics) 
which provided some additional information. 

That letter gave the total and the small-business share of research 
and development contracts for the Air Force in 1954 and for the 
Navy for part of 1955. The letter further stated that: 


uate No. 2, Preliminary Report on the Small Business Administration and Related Activities, 
y ’ ’ Dp. . 

3 Hearings before the Committee on Banking and Currency, House of Representatives, Extension of the 
Bmall Business Act of 1953, May 1, 1955, pp. 76, ff. 
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Similar data have not been compiled for other research 
and development contracts of the Navy Department, or for 
Army contracts in this category. 

We are investigating the possibilities of setting up a system 
for regular reporting of this kind of information * * ** 


On May 12, 1955, our chairman, Mr. Patman, offered an amend- 
ment to the Department of Defense appropriation bill. That amend- 
ment would have required the Department of Defense to make 
monthly reports on the total amounts, and the small-business portion 
of all funds spent or contracted for procurement, and separately for 
research and development.* The amendment was defeated on a 
point of order. 

In order that some minimum data might be kept available for at 
least perfunctory evaluation of the status of small-business partici- 
pation, members of this committee recommended an amendment to. 
the Small Business Act to require monthly reports of the Department 
of Defense, showing the amounts spent or contracted for research and 
development, and the proportion going to small business. The pro- 
vision was accepted by the Banking and Currency Committee, and’ 
was written into the law which became effective August 1, 1955. 


The reports are alarming 

Upon receiving the first report as required by this provision, our 
chairman wrote in October 1955 to the Honorable Charles E. Wilson, 
Secretary of Defense, to call attention to the dangers of the Depart- 
ment’s policies. He pointed out that for the 2 months covered by 
that report—July and August 1955—all but 95 percent of the $187 
million Federal-research funds had gone to companies having more 
than 500 employees. 

He further pointed out that the billion and a half dollars which 
DOD had been spending annually for research and development, 
which for all practical purposes was a subsidy to big business, was 
100,000 times as great as the SBA’s whole lending program, designed 
to assist small-business expansion. 

Our chairman added: 

I am not asking you to subsidize small business, or to 
subsidize any business. But I am asking you to give 
thoughtful consideration to the consequences which will 
surely follow if you continue passing out the huge research 
and development funds, which have been placed at your 
disposal, exclusively to big business. 


In his reply, Secretary Wilson wrote that he had asked his assistant, 
Mr. Pike, to answer our chairman’s questions more fully. 


The Department of Defense has not kept itself informed 


Finally, in January, the more full answer came from Mr. R. O,\ 
Lanphier, Jr., Deputy Assistant Secretary of Defense. 

Mr. Lanphier’s letter indicated that the 95-5 percent distribution of 
research funds seemed eminently fair to the Department of Defense. 
Among the reasons for believing so, he pointed to a Harvard Business 
School report which found that 8 out of 10 small firms—those with 


less than 500 employees—have no research or development personnel 


3 Tbid., letter from T. P. Pike, Assistant Secretary of Defense (Supply and Logistics). 
4 Congressional] Record for Mar. 12, 1955, p. 5309. 
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or facilities. Another reason was that BLS surveys indicate that 
‘Jess than 10 percent of the research engineers and scientists in all 
commercial and nonprofit organizations are employed by small-busi- 
ness firms.” ® 

On the face of it, the fact that only 20 percent of small firms nave 
adequate personnel and facilities to contribute significantly to the 
program, and the additional fact that small concerns employ only 10 
percent of the research engineers and scientists, would hardly indicate 
that less than 5 percent of the research and development subsidy to 
such firms represents a wholesome distribution of the subsidy. 

Moreover, it might be pointed out that a principal reason many 
small firms have not hired personnel and developed research facilities 
is simply that they have not had the money to do so. Given the 
opportunity to share in Government research funds, small businesses 
could and would expand their facilities. The fact of present inequi- 
ties is no defense for deliberately increasing the inequity. 

Part of the problem is perhaps the natural impatience of the mili- 
tary, in whose chain of command efficiency is measured in terms of 


getting things done as quickly as possible with the least amount of 


igh-echelon effort. This is not the efficiency of the economic world, 
where costs are part of the problem; and efficiency means getting the 

eatest amount of the lowest cost results. And while it may be easier 
in the immediate present to hand big business the research contracts 
on the basis of their ability to deliver more quickly, in the long run 
such a policy would be disastrous to the Nation. A cold-war defense 
buildup is a long-range project, and its success will ultimately depend 
on maintaining the economic health of the country. Small businesses, 
like men, may be expendable in the heat of all-out war. But a per- 
manent policy which is wastefully destructive of small business is too 
staggering a cost to impose upon our economy. It, moreover, goes 
against the grain of the whole fabric of our political and social philos- 
ophies of independence and equal opportunity. 


Members of Congress have expressed concern 


This enormous concentration of Government research funds in the 
hands of a very few large corporations aroused considerable concern 
among Members of Congress who urged that the committee study 
the situation thoroughly. Addressing the House on May 9, 1956, 
for example, the Hon. Frank Thompson, Jr., pointed out that “the 
concentration of research contracts among the large companies is 
even greater than procurement contracts generally, and small-business 
concerns are for all practical purposes completely ignored.’’® Stress- 
ing the fact that the data which is currently available is largely 
attributable to the probing efforts of this committee, Representative 
Thompson urged the importance of keeping the Congress informed. 

In November 1956, the Attorney General reported extensively on 
this subject of the Government contribution to research and develop- 
ment. 

One of the matters which that report stressed was the intimate 
interrelationship of research for defense purposes and research for 
civilian uses. By way of illustration, ‘Processed foods, electronic 


5 Letter, January 10, 1956, from R. C. Lanphier, Jr., Deputy Assistant Secretary of Defense (Supply 
and Logistics), 

6 Congressional Record for May 9, 1956, p. 7039. 

7 Report of the Attorney General, pursuant to sec. 708 (a) of the Defense Production Act of 1950, as 
amended (Nov. 9, 1956). 
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devices, and penicillin, to list only a few present-day commercial 
products, were all originally developed under research and develop- 
ment programs for defense purposes.” ® 


The Attorney General has also expressed alarm 

A second point was that private patent rights originating in publicly 
financed research confer a monopoly on those privileged to participate 
in the research program. The purpose of the report, therefore, was 
to consider “means whereby the Government’s part in industry 
research, though part of the defense effort, may be channeled so as to 
best preserve the free competitive system.” ® 

The report focused on the share of industry’s research and develop- 
ment effort which is actually financed with Government funds. It 
pointed out, however, that of the roughly $7 billion spent annually for 
such purposes, only about $3 billion is financed by industry, and 
virtually all of the remainder is financed by the Government, mainly 
the Department of Defense. 

In particular, it is the amount of $1.36 billion—over one-third of 
all industrial research, which is directly financed by the Govern-~ 
ment—which, in the opinion of The Attorney General ‘represents the 
most directly recognizable governmental subsidization of research 
and industry,’ and is of gravest concern as a contributor to further 
industrial concentration.” 

The Attorney General commented critically on the vast statistical 
vacuum. A-study made in 1952 by the Research Council of the 
National Academy of Sciences, for example, based its findings on 
data supplied by the Department of Defense. In the Attorney 
General’s opinion, that study, which estimated $2.9 billion total 
research and development expenditures in 1952, as compared with 
$800 million in 1941, seriously understated recent expenditures—for 
example, the Department of Defense figures did not include substantial 
expansion in the atomic-research programs. . 

In 1955, the National Science Foundation ™ noted, in connection 
with research and development, a— 


* * * void in the basic data essential to sound planning. 
The first step toward policy formulation is necessarily the 
painstaking task of accumulating relevant data concerning 
the national effort in scientific research and development.” 


The survey made by the National Science Foundation, which the 
Attorney General’s report considered to be more accurate because it 
was based on direct questioning of industrial units, raised the National 
Academy of Science estimate of $2.9 billion total expenditures to a 
new estimate of $5 billion. 

Moreover, the Attorney General’s report noted two additional 
understatements of the Federal Government’s contribution to research 
and development. First, the salary costs of military personnel engaged 
in research and development work should be included in an accurate 
accounting. And, secondly, the development work does not end with 
production of a prototype but almost invariably involves a series of 


* Ibid., p. 9. 

% Thid., p. 18. 

11 Created by an act of Congress in 1950, 64 Stat. 149 (1950), 42 U. 8. C., par. 1861 (1952). 
13 National Science Foundation, Fifth Annual Report, Fiscal Year 1955, p. 17 (1955). 
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tests and changes, all of which are part of research and development, 
‘and none of which are included in the accounting. 
Lack of information is critical 

The data problem, which is serious in all respects, is especially 
‘serious in terms of the industries involved. For measuring the appor- 
tionment of funds among industries, which is of primary concern in 
evaluating the effects on concentration, the Attorney General noted 
that the most critical lack of information exists in this area of activity, 
industry by industry. 

After examining the benefits conferred on those selected for Govern- 
ment contracts, the report made several recommendations. Those 
benefits included the risk-free element of the cost-plus-fixed-fee basis, 
the foot-in-the-door advantage in obtaining subsequent research or 
procurement contracts, the advantage of subsequent commercial 
application, and the enormous advantages of having a working organi- 
gation of top scientific personnel, a body of scientific know-how, and 
a generous patent policy. 

A conclusion reached by the Attorney General was that, for the 
future of competitive enterprise, it is essential that the Government’s 
program be designed to promote competition to the greatest possible 
degree consistent with the exigencies of the defense effort. In this 
connection, he expressed concern: 


* * * However, although there is inadequate factual 
material upon which to judge the effect of Government sub- 
sidization of research, what indications are available warn 
that the Government expenditures may not run counter to 
the industry trend toward concentration but in some 
degree may even reinforce it.” 


In particular, the Attorney General concluded that two things need 
consideration: the possibility of the removal of certain practical 
obstacles to small business participation, and a reevaluation of the 
patent system to determine whether it would be more in the public 
interest for the Government to acquire the patents for whose de- 
velopment it pays. 

For the obvious handicaps to small business resulting from capital 
and credit difficulties, inability to draw first-rank scientific personnel, 
and inadequate facilities for huge programs called for by the weapons- 
system concept of procurement, the report offered no solutions. For 
equally important, though less obvious handicaps, however, it made 
some recommendations. Among these was the suggestion that bid 
procedures might be simplified to cut the cost of preparing bids. 
Another was that more data should be accumulated on the availability 
of small firms and conversely that wider publication of possible proj- 
ects be made. In addition, the element considered by some expert 
opinion to be the greatest single factor accounting for the miniscule 
small-business share is the burden of responsibility of the contracting 
officer. These officers, with little or no technical knowledge, tend to 
be cautious and to deal only with firms which have an established 
reputation. Practical removal of this obstacle would greatly improve 
the chances of small business. 


% Report of the Attorney General, op. cit., p. 29. 
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Patent policy is a probable villain | 

In respect to patents, the Attorney General found that the limited 
statistical information presently available all points to the conclusion 
“that present policy may well be one of the major factors tending to 
concentrate economic power.” 4 

Here it should be observed that Department of Defense awards its 
contracts for research and development under terms which assure 
the contractor a profit on the work done, and such contracts are with- 
out risk to the contractor. More specifically, the contracts are 
“‘cost-plus-fixed-fee,”’ and upon exhaustion of the funds provided in 
the contract, the contractor may either abandon the work or, by 
custom, ask the Department for additional funds. In the case of re- 
search done by profitmaking firms, the Department makes almost 
no claim on the patentable fruits of the research. As a general rule 
the contracts require that the Government be given the opportunity 
to acquire the patent on what seems a patentable invention, only if 
the contractor does not wish to acquire the patent himself. In the 
latter event, the contracts merely call for the Government to receive 
a nonexclusive royalty-free license, leaving all commercial rights in. 
the hands of the contractors themselves. Such licenses, moreover,. 
are usually intended only as an assurance of sorts that if the Govern-- 
ment later enters into procurement contracts for supplies which in- 
volve use of the patent, the price it pays for the items will not contain 
royalty payments to the patent-holder. This rather free-handed 
treatment of the patentable fruits of Government-financed research. 
is explained as being part of the incentive which is offered to have the- 
research done. Furthermore, the theory is that in many instances: 
this incentive induces the contractor to agree to meet some specified 
portion of the cost of the research. 

According to information which the Department of Defense has. 
supplied the committee, contractors assigned licenses to the Govern- 
ment under 6,788 pending patent applications in the 5 years ended. 
June 30, 1956, and assigned to the Government all rights in 1,520: 
inventions. Of these patents to which title was transferred to the 
Government, the Attorney General has said that the contractors: 
“themselves were uninterested in filing patent applications, either 
because of questionable patentability cr lack of any foreseeable com- 
mercial value.” 

Referring to the great majority of cases in which the contractor did 
decide to acquire for himself the patent, however, the Attorney 
General said: 


While the issuance of a patent, of course, does not guaran- 
tee the commercial value of the inventions covered, this 
much at least is clear: a large number of inventions have 
resulted from Department of Defense-financed research 
projects, the commercial rights to at least 6,788 of which 
remain in private hands, and these 6,788 are inventions 
which research and development contractors, after careful 
screening by competent counsel; believe to be patentable 
and of sufficient commercial utility to be worth the expense 
of patent processing. '° 





™“ Report of the Attorney General, op. cit., p. 485 


16 Op. cit., p. 27. 
46 Ibid, 
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A further study of these 6,788 patent applications by the Attorney 
General’s staff reveals that 52 percent were filed by only 15 com- 
panies. Twelve of the companies are among the corporate giants, 
the smallest having a net worth of about $100 million. 

A previous Attorney General recommended, in 1947, when Govern- 
ment grants for research were small by comparison to today’s outlays, 
that the Government adopt policies by which patents arising from 
Government-financed research would become the exclusive property 
of the Government. 

Recognizing that there is strong opposition to this recommenda- 
tion—particularly as expressed in 1947 by the military—the present 
Attorney General has strongly urged the need for sufficient data to 
permit an evaluation of the whole issue. His report concluded, 
moreover, that whatever the merits of private claims on patents aris- 
ing out of Government-sponsored research, the maintenance of a 
freely competitive economy is of the first order of importance. If the 
apparent trend toward concentration is borne out by a full review of 
the facts, this would constitute a strong argument in favor of Govern- 
ment ownership of all such patents, available to all applicants under 
nonexclusive licenses. 

At all events, the Attorney General stressed, as this committee has 
consistently stressed, the urgent need for information which will 
throw light on the effects of present policies in this field. 


RESEARCH AND DEVELOPMENT PRIME CONTRACT AWARDS AS REPORTED 
BY THE DEPARTMENT OF DEFENSE 


In response to this committee’s request, the Department of Defense 
has now compiled reports showing the names of the 500 largest recip- 
ients of military funds awarded for experimental, developmental, and 
research work in each of the 3 fiscal years 1954-56. These reports 
also show the net value of the awards to each contractor in each year. 
These data are subject to the qualification—thought to be slight— 
that for the fiscal year 1954 they include only those contracts and 
other “procurement actions” in amounts of $50,000 or more; and in 
the later 2 years they cover only such ‘“‘procurement actions” of 
$10,000 or more. 


Research and development contracts are concentrated in a few very large 
jirms 


Over the entire 3-year period, these contracts amounted to $4.771 
billion. The 3-year total of net awards to 500 largest prime con- 
tractors in each of the 3 years amounts to $4.681 billion, which was 
‘98.1 percent of all research and development contracts. While these 
‘totals omit contracts in the small amounts specified above, it is 
‘believed that the inclusion of such small contracts would not sig- 
nificantly change the proportions. 

More specifically, the proportions going to the 500 largest con- 
tractors in each of the 3 fiscal years were as follows: 
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[Amounts in billions} 

Total Amount to | Percent to 

Year research and | 500 largest 500 largest 

development | contractors | contractors 

contracts 
Percent 

Race nile htbcesecse dsicdddieucbeddduaeentadnabvechiadaden $0. 952 $0. 944 99. 2° 
i a a ciel Rtiab adam btimainte 1. 417 1. 379 97.3. 
ae ibn hdbtibidétanneteobacibsebbvatdcosnianctnenst 2. 402 2. 358 98.2 
a lias ect 4771 4. 681 98. 1 


Source: Department of Defense. 


Large firms get the subsidy 

The point should be made that the list of the 500 largest contractors. 
was not, in all cases, the same firms in each of the 3 fiscal years. The 
more significant point is, however, that the firms disappearing from, or 
appearing anew on the lists of 500 largest, as between the 3 years, were 
for the most part the very small contractors accounting for only a 
minor percentage of the total funds involved. 

In order to provide a more systematic appraisal of this matter, 
amounts of the awards to each contractor appearing on the lists of 500: 
largest, in any of the 3 years, have been consolidated, so as to present 
a 3-year total for each contractor. Then on the basis of the consoli- 
dated data, contractors have been ranked in order of their 3-year totals. 
Finally, an examination has been made of the list of the 300 largest 
recipients of these awards in the 3-year period. By this analysis it is 
found that the 100 top recipients of awards of research and develop- 


ment funds in the 3-year period accounted for 85 percent of the value. 


of all the research and development contracts awarded in that period; 
the 200 top recipients accounted for 91 percent of the total; and the 300 
top recipients accounted for 94 percent of the total. Thus it is 
apparent that these research and development funds awarded in the 3 
years were highly concentrated in the 100 top contractors; and that 
substantially all of these funds (94 percent) went to only 300 con- 
tractors. 

Among these 300 largest recipients of Department of Defense 
contracts for research and development, 239 have been identified 
as what appear to be private, profitmaking organizations. These 
include, incidentally, most of the familiar names among the top 
industrial corporations of the country. Conversely, the remaining 61 
organizations have been identified as what appear to be educational 
institutions and nonprofit organizations. While the 300 organiza- 
tions combined accounted for 94 percent of all the funds contracted in 
the 3 year period, the 239 top profitmaking organizations received 85 
percent of all the funds, and the universities and other nonprofit 
organizations received slightly less than 9 percent of the total. The 
names of 239 profitmaking firms are shown in table 23a, along with the 
amount of the research and development funds awarded to each firm; 
and similar information is shown in table 23b for the 61 nonprofit 
organizations. 

It should be noted, particularly with reference to the list of profit- 
making firms, that the reports supplied by the Department of Defense 
have in a number of instances listed parent corporation separately 
from its subsidiaries. For example, the Western Electric Co. (which 
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ranks as the third largest receiver of research and development awards) 
is listed separately from its corporate parent, A. T. & T., which appears 
much further down the list. If and when consolidated reports are 
prepared, they will of course show an even greater concentration of the 
research and development funds than has been indicated. 


TABLE 23 (a).—300 companies and institutions receiving largest amounts of military 
research and development contracts in the fiscal years 1954-56 (parent corpora- 
tions and subsidiaries are not consolidated) 


[In thousands] 


NN 2 OOO Pa = on ee eS are 2 oe Ie Ba ee $420, 712 
i tins... cecaesonaanand peas sae aawe ap mely wasted 338, 102 
CN cS gigs oa insas aoa Sal wise ad ales wn hinalig alin ote aan 264, 195 
eas Conn oie mawwsned dae aee edie eanee 211, 567 
as ccisawicccccanscquesenecnvacawaenvhawsnreenun 203, 009 
en ciara nao saa ekaae ads earn peaneaeawerimcoe 146, 978 
Martin, Glenn L., Co_--_-_-- Sacwerdanduécdseehensdhbanveaeiee 136, 225 
Me ee oe Soa SSC retest osecie eeeeeoe ene ae 133, 723 
en ccinnaccidannnhoodaxnsanwakesktnaeeGneaa antes 115, 074 
in oes mat ning ninwusiia as oe eeeh een claw ee ees 105, 483 
i Meee SES nS oes poet eset co lees Lares one cee 105, 174 
ee ee > lcocencncneoascwnee icnesestealee eee 98, 426 
nn a ern OC MUNITIONS. 5 os. cos cccnnncccendacsaccouunes 87, 639 
Lockheed Aircraft Corp. --.-.....-------- sso a ccilatnaraige Sickie ne em daa 84, 253 
Sperry-Rand Corp.-----..--.----- ASicce Sete seTKaksnees ieee 83, 230 
Ce Scone case eGanehassasekeaee 7 70, 844 
es 2S Sk eo ee he ea cer 67, 373 
as ceo S cen knenaawkss an eesbnaeiecasscnitacken 57, 572 
2 eee SCS t on seen toscana saeeaees 42, 254 
Dorner SUsINees MACHINES. -< 265 S62. . cot sk. ou Sct cas 39, 761 
rr rn eS Son at soo oes ooh ob buwediube memento 39, 449 
re Soe or 5 ot bh eene eeeneeeeeeeuk 37, 206 
nn. > ic toncenadnse ass cused ddew an eeeeneen 34, 717 
so es SG onlin wok waka ba naa 34, 289 
es ree oS es ah RS SRS ROR ORE 32, 396 
i RS coe ee or oo atone taeecucelee een 31, 708 
rr SS oon CoS t S eS ac geewmeneeeeee 29, 530 
en see @ Perens COND. 5 oo coos cscs eccccccaadnccce 24, 810 
i Sac sls 4 2 ak eo nea wim cele oie eae 23, 906 
International Telephone & Telegraph-_.........-.---------------- 22, 802 
ete te ens SSS Oe SLs la aeee eee en eee 21, 799 
NN so enh one cet oesh code ene aeeteeees 21, 685 
eee eon ns oe See seeae hea ea sees ae eee 21, 315 
Thiokol Ne as Soak Lok treba a dio ass al SE ee 21, 264 
a a ee eas eee pesesesauseseres 19, 953 
nen memes & Pountey Go-=-5s5556-cccccccccccccl des 19, 288 
SS en TSS Sss SRSERE SS RaaBERRG MAES wee 19, 225 
or oa SSSe Sasa T estan eae eobas we nee coe 16, 944 
ee OS ome ee a ae hes Sete Rae ee eo ane eben 16, 311 
PY GOD: = os cS cccechectectececdasesccéeccesseon wee 16, 024 
A EMMIS = it Ww 8 = on oe ces Saéceueaene sé dkUSCee eee 14, 942 
ee Se eS Sat SuS ces UENE Te cua eee e won 14, 854 
maar ae @ Rubber Oo; oc ssccc sc ccccs cccccccccesek iekee 14, 363 
 MOMMNNIPOM oc x cocccscscccccegsecacccscncescwcuwocace 14, 329 
MNP GSR = ost cetcckceccccccccccaccdcscsoesassseseete 14, 275 
SY MOND < 5s cc ccScSccctecds ctcccsecccccccusecscuews 14, 235 
American Telephone & Telegraph..........-....-...-------.----- 14, 200 
WG MIU. <tc sca cccecekcccccacecdecdasasaucelnn 14, 168 
I, WO 8 ees = oe cc scsasccsuaccsamaseu nes ee 13, 524 
Danes ef Ametions 65. 5-5-0..0 0 sie Sh 13, 078 
NN MEMO ae os Soci coccccccceccccacccckédckccasncwhe 12, 923 
SRE WWI <= cs cosccccccccccckccecccotsetenwen tbe 12, 610 
tt MO AIIR ons cc cccocccccacecoveccudenccc lucene cecweee 12, 413 
Mee Banmainebering Ooes ssc ée osccccccscccccccccccacsccnsctel 12, 142 


See footnote at end of table. 
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TABLE 23 (a).—300 companies and insiiiutions receiving largest amounts of military 
research and development contracts in the fiscal years 1954-56 (parent corpora- 
tions and subsidiaries are not consolidated)—-Continued 


[In thousands] 


ch inl Fe eet A Ne eel le PAA gc Mes tap A Neda $11, 673 
Beotorola Comm-aMiettrie. os oe cee ise cl edd 11, 508 
a a ire ln etic amma amide 11, 356 
Aerophysics Development Corp--.-.........---..----.-------.---.- 11, 006 
i i oes J ebwtwenadbatideddwadaodwisewsssbaed 10, 733 
nn ere Meee COR. o.oo olaebeubslus onc Ube sueususe 9, 818 
I ini ear eis ial 9, 330 
Te essstesbnsamancbakehensalin 9, 036 
ae resi ice git ah were eee en wo eg mane 8, 988 
ec inuhaiine dita nerve watellpadiianm 8, 458 
Grumman Aircraft Engineering ttc dated edtehaadhia ale ds ee aticenes weomsce min aia eh 8, 258 
Neen TT TT nee ee te ncn cacti bennennenwndanecaat 8, 231 
ie Lic aie hidirdinitikin btwmdiieeibin kinda cinda emilee 7, 991 
rr er: PE. cncuwcasecneawnaospoebane 7, 399 
I sieleas a ei 7, 162 
ee ee res Genwi a aasmraneameredinine 7, 082 
IR Eee Cot oe tS ee uw t nackte ude enaae 6, 858 
I i le acct pans alee inie achat arch gedeent 6, 850 
a as ed ieee wiaapeliaaiie 6, 814. 
i cl areata aetna 6, 647 
I nies idm kn va reeled erento 6, 298 
a a oka cca bd & cen oak isn'ta wlan be 6, 292 
i i Sl intel ms wba dsved ih maaan etendte 6, 283 
I ae soni cites meek a 6, 064 
i cing enim cmon etek AD 5, 997 
re a aimiayes walicmereneesheeninareith 5, 971 
I 4, celia ip iene eaa ad tn w tasntibiapumenbels aputnintaton dee 5, 875 
se cul diaieemeibinedbaiteen 5, 715 
Il ce enlace benien 5, 141 
i ee a aera eae 5, 037 
wo ca ence arom eo seg anes sb elon nap dgieenentinns 4, 943 
I ot et te eo dean cue auemaanws 4, 933 
i Oo aa Sud ieee pie aeration 4, 876 
i a al cna ase seliseeainendie 4, 876 
i anata etnias eign wm qrnneeedndie- aaa 4, 728 
a os ca les mses oncb tn arava bumiaeepeninenc tems 4, 697 
Food Machinery & Chemical Corp.....-..........-...-.---.-.----- 4, 615 
ha citcenebinedeaciiowne wcinine 4, 570 
no ccienammninniom inset iawes oa cdea eae Galle 4, 527 
a i ce erin ennliaibanminn ge eehuiadh tne 4, 466 
a as wale eekelinesi ae aemirmiad 4, 388 
i Cea a idieabwddnaedwedeieabenenacicausakhsn 4, 249 
a as a chiang Daliermedaete aiuigugiolnes 4, 106 
I ee em iinane as eh 4,053 
Bulova acini ena 4, 048 
re Ce 2) Re cwenecewewcecoscceces 4, 030 
ie dcatibubbtinatwawe at as a aN od ale 3, 941 
i a amisigunmies 3, 924 
aes id ane aatninamonbavind tense eeee 3, 889 
I nests ccieenes tain vieie ate ailaphen steht alice halen 3, 862 
in auninminentaabeanente 3, 854 
ead ee dentine ene —eosaean gy iel 3, 832 
I a ts cei mio pereeneret 3, 723 
hid ciate hceernr en mite citeiemanilialiant ed edict 3, 711 
TN i Ne el ld 3, 690 
Engineer Research Association___....._---- aaa te ct atk at tana raha 3, 574 
Continental Electronics Manufacturing Co___---_- ss eleindeesitet Mi ane sari 3, 517 
I enna Gates ad wlan 3, 294 
Michigan State College____._._...-------- So death ents uae el Susdteainiade és 3, 276 
PS SURES GF MROGRIVD. . 2 Won ncn cccccccccocqnnncekbaw 3, 260 
edt oo. a.abadmn amine eeneeedienibens 3, 231 

See footnote at end of table. 





a 





PATENT POLICIES OF THE FEDERAL GOVERNMENT—1959 393 


TaBLE 23 (a).—300 companies and institutions receiving largest amounts of military 
research and development contracts in the fiscal years 1954-56 (parent corpora- 
tions and subsidiaries are not consolidated) —Continued 


[In thousands] 
iii ain nei niiiiniaila dali OE on en iniatiainiea aecmeaK ia $3, 208 
ac der daca Siehedin ence nian ee eeimlaieiaideeenianl al, 3, 185 
td ie ttteennnmaawnubemenedmenns ae neerdmealibmaan 3, 163 
TN sac ila cas 24 snes ola cn abt ee ek imc ass ee cs ec a 3, 074 
i nciccnuhtnmhensiatlaeenndeceneguieniianbaahs 2, 974 
Rt eEAn seks lacenecerenansseceenenssesqeecentommebiwned 2, 906 
I SE nn wie nated win erasihes wala anneiieemerh eenbouien kine’. 2, 849 
lianas mains tac an ein aaieitn oi ao qui nen ated 2, 798 
SEE RATOCINOUYVO (CO, . ncn nn nancanuo nemdietet dastennaecuedels 2, 740 
i i, GOON GRENNUOT. .. oc nccnccccccscescussccduesbwdes 2, 676 
Emerson cr ae 2, 649 
i as Sn eg ne iin den tn cimmmmeaalll 2, 615 
ic thin etch ga te in dss np tidal ai 2, 503 
INNINGS MIMIONNDG 565 oe cia catia cm enw udwandaudutucsncemeaeiced 2, 496 
irk hiss 15'9b lad diggin Dabdniink wits-niagl tic kes team lees 2, 485 
al ea bi cess lied scdlaiei enna aan 2, 415 
is ie nica dik tisacirtnne qian nme a aii medenssineatliintin 2, 324 
Development Engineering Corp. ................-.---..---..---- 2, 321 
ET IND | RT ons gi an eine cl ew eer enray easiew mer meiaribearantl 2, 294 
i a an ts ase’ ealeeia nies ecmeecl idila 2, 286 
II INNES ENG oe en ae cata iain ee ba elnwinam eae eae 2, 260 
i I ante tne ns Wiehe indices ari natin & bce 2, 253 
SINS NTN nh sca about Goer ahr erp to to id 2, 232 
maeemore thodges & Association... ........---- ono ec nnccwceons 2, 204 
IE RMS NN es St ew cpu a Ss ene nS ee 2, 113 
Ee EE AILS as is wsin tow e wmine wereiwe hes t wink ekneenateg shh ai 2, 102 
SS NN oa ess Sa as cy apa tan 02 wi atm ol eae v's adie ee eA IS 2, 096 
NIN ae Sa cas cag bl Rolon tl icon bs nw ok Side 2, 087 
I no in cnet acininin cae ts arg esanireasiae’> winnie aide nian 2, 061 
Carnegie Institute of Technology...........................-..<- 2, 048 
ne Noi Gk okonebchedeeunancame se ociieie ean 2, 042 
I ON as “a an es in usta Gen scala Ree 2, 022 
i Meet RO. aoc c awa meleoeneuos aves ma'wwe | ee ee 2, 009 
Searels lectronics Laboratory . - <2... cc ccc ccc cc cnccccese 1, 989 
Dean SIP SIPPOROP COO. ooo cin ce owe oe aioe aimee 1, 948 
i 7 ene BORRORG ... .. onc nencctcnoacosaceess aeeebaween 1, 942 
NEE Nn a a a on ae cnrokawuoubuee se aecu@es 1, 930 
I et we ae wea we aoe eee ee ie 1, 918 
IT I 2 ay he hn dir tak a do cw se in r omi 1, 909 
RII ns oe 0 kc ttalaia po aelatet oe aa ome 1, 908 
an erenmeonm Leboratery, In6.. £5. cock ncanbeswesees 1, 866 
ran n'a ts cs el oh, ttn nc sic 1, 840 
a ae tp ctv os Scots s/o ae a 1, 837 
os 222 Ll. osc a) au daedioas oie ialkpeth aia tame 1, 818 
seagate iy onsen bianca Ao ao aaa ns ee 1, 765 
i 6 a a ic axis itt slo rl GGA i naa co 1, 739 
nn on a uaanwna cabana 1, 725 
rn, |. 55) 7. 3 cekgiclintg lowes anim diane bebe 1, 720 
ae To  epiaire ead baw aha ae 1, 716 
rr re cccacnueuowes sabaatebbesehaban 1, 704 
rr rr eT... nee benmenenuinnste ae eebaniiie 1, 680 
ee Ga eee ea eee 1, 675 
enn. se ntiolgntinakaaoeaenaea 1, 669 
I ne ee Coax wélee s eee 1, 642 
Teen een ne 5 aa eee eee 1, 637 
Ne ee oo oo ceon ceca eelomsauseaceneee 1, 623 
I oe Se oe ee cure biswceuebes 1, 604 
Seo oo 8 ee ee = ee ee 1, 594 
Sel SEES ee ea ee ee eee cet es, Ie 1, 592 
Teen oe beach ae Cee Ren 1, 576 
ee enn eee on oa cabo ouusanbobeien weeeaeins 1, 558 
See footnote at end of table. 
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TABLE: 23 (a).—300 companies and institutions receiving largest amounts of military 
research and development contracts in the fiscal years 1954-66 ' (parent corpora- 
tions and subsidiaries are no* consolidated) —Continued 


[In thousands] 


Vertol. Aircraft Corp............-...... 
Consolidated Electrodynamic-_---------- 
Stewart Warner Corp. ................. 
Pacific Car & Foundry.__...........--- 
Instruments for Industry__.......------ 
Technical Operations, Inc__.....------- 
Electronics Corporation of America------ 
Mallory-Sharon Titanium Corp--------- 


Standard Oil Company of Indiana_____......-.-..---.----.-_---- 
I Sree Ss Soca sccedc ec kee a bomeenace 
I ee ee as ced escSccgasccéecaneceecauce 


Associated ee ee 
Grand Central Rocket. ..........._---- 


CN a 


fer? Rie @ic fo Soo oc owes sce 
Air Reduction Co., Inc_..............-- 
RINE CIR oe Sec cScecccce 
Thompson Products, Inc_..........---- 
Ee ae 
Allis-Chalmers Manufacturing---......-- 
Globe American Corp--_-_.........-.---- 
ie Sn Sm! So ee os Se 
mores .nermador Co. .......-.....-..- 
EN OT 
Washington University_..............-- 
Union Carbide & Carbon_____________-_- 
delecomputing Corp.................-. 
Temco Aircraft Corp._..._........------ 
Allied Research Association, Inc__._----- 
Farrand Optical Co_..................- 
I. Ce Soo cS cc csecs 
General Electric Supply Corp.....-.---- 
National Fireworks, Inc_____________-_-- 
Dene Perce f900 oo ee ool cceccce 
Alloy Engineering & Casting Co_______-_- 
i ETECES MES oe oe SSC e Nk 
a 
Mergenthaler Linotype_______________-- 
Corvey Engineering Co.........----.--- 
es ee ae ce 
International Telemeter....2.-..-....-- 
Chicago Aerial Industries............--- 
ee a a 
Parke Thompson Association........---- 
en Cre So mS 2 Se 
rons Sc cee uid meine min eee wo wna AOS heen ee 
ee ee ee a ee een ten 
International Electronics. -.........---- 
Grand Central Aircraft__..........--.--- 
ee a a oa ae bua cemne ena ones om 


Pullman Standard Car Manufacturing Co 


Deseret. 2... ose aco e 
Minnesota Mining & Manufacturing- ---- 
Elgin National Watch Co_-_-.-.__------ 
2 osu eswnhes ane esabae nee 
a i os ie ne rn a are aie aera ee CE ASe ae 
sak or xen fer sn seamen oie eo or ce op arr SES ERS Te 
ee we enapetae tees scecateaenioex 
aon ame nuns aw we eRe ee 
et le casas cocaenaenseloameme 
on eee teraawananoweenaonaneananae 


See footnote at end of table. 
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TaBLE 23 (a).—300 companies and institutions receiving largest amounts of military 
research and development contracts in the fiscal years 1964-56 ' (parent corpora- 
tions and subsidiaries are not consolidated) —Continued 


{In thousands] 


TERE OR ESTAS INN et sa oa att cre wieleece aie $945 
Titanium Metals Corporation of America_......-.--.-_------_---- 934 
ears OF TRY « «2. oo oa won se ane sbosswssewescoszeleuies 917 
Bagerton, Germeshausen & Grier... .... 2... eens eek 914 
i , Chen cunaduanessthibestaaubhhWemhwehwamedaweneee 913 
Seas MORNE OUI, IPOD sc xn ust a sn nw ts wt ns Sb nS UT Ue els SO ae 903 

TE Fee inno xk sot eee eee HS es ae 4, 066, 472 


1 Totals for the 3 fiscal years are comprised of ‘procurement actions’’ of $50,000 or more in fiscal 1954, and 
“procurement actions” of $10,000 or more in fiscal 1955 and 1956, 


Source: Department of Defense. 


TABLE 23 (b).—Amount of Department of Defense research and development fund 5 
awarded to nonprofit organizations, educational institutions, and Government 
agencies which were among the 300 largest recipients of such funds in the fiscal 
years 1954-66 


Amount 

Total (61 organizations and agencies): (in thousands ) 
Massachusetts Institute of Technology.__..-..-..---------.--..---- $61, 169 
California Institute of Technology. -.....................-.--.....- 50, 673 
BM IN OICION WUIVOIMOYS oc Cod oc esac ue dacscwestcccaeneustees 38, 695 
Cornell Aeronautical Laboratory, Inc......................-------- 24,814 
Ns sad Sue NEN irs es soni ice eos erg ms eco men 21, 462 
i a a sale ett eine die namie eee 16, 023 
8s ve hana cwnernnsiqnesallesst nae aetudtakes ature 11, 576 
rss NNR = 2 22S 2s, SCS ahi dan een ee beeen eee 10, 201 
RIE C5 ta), wat) | ire eatin nth dn eae etned 9, 865 
ENN CITRCIIOLL SUING sis bw tk re mi a gin ia em arb ab~ ewe wenin 9, 794 
i tt as ceo ckhe nvidia aahint ned aie 9, 290 
ow Seeertiee Or SCOnmmory. 2-0 oS oa eS eb gn ee 9, 036 
U. @, Aeouee Enerey Cogmmlasion.. . ... 2... cccccccncccubducccuencws 8, 779 
EI, 5.0 Site ite bo. tem dtbe hata Reese 8, 135 
DMIOrRIGY OF WAIMROSOUR Ss oc bnek ccc ebe man ee ene cee dee ne Denna bn 8, 122 
menmford Research Institute... .............ccccnccenncsccccnccc es 7, 442 
RNIN ATMO CRON i rans re sina aaa ean wes 5, 996 
dt ani ehannienne nies mana bekie em dibiiibie 5, 760 
a Dian! mi palin mainieedin kale weenie §, 251 
eeree Ww asmingnen OU DIVOrmiby =< oo 2 oslo. 5 3 5 ke oc Soe ccc ctewus 5, O91 
I I a te win ii oi a dr eeotnine temioreree ae anaes 5, 060 
OURS SURO oe ES tS ca aaah eis Sy sr nk aes es Soa alga, eS 4, 569 
I a a a 4, 388 
rn errr g  S80 2 I A ee Oe a ae Se ee eee 4, 201 
Woods Hole Oceanographic Laboratory.................----------- 3, 904 
I cna cc aac sda aida date aidala 3, 741 
ReeeNr-Lenearen: POUNGBWOR ss ssc cece cwaccewieeueseaceweeGawneee 3, 424 
da is odes whiner csianyipiatpisins idlepdalandbahin 3, 276 
Peepenobntn lanttute Of Brooklyn... oo new on cue nseinseeeewwwueecs 3, 260 
TEE aE RT ET 3, 231 
[ent GE A OMIRONCO. oo 5 wi ke nncciecucemeweceuwwenwes 3, 163 
I OT INO, iin ncntuscwnidsnwadetawenawnewwewes 2, 796 
lee el ee ei aia 2, 795 
I lal aaa 2, 554 
I a  cenesiah dee A cedivin enreslnsiaome alain 2, 519 
Es sh ws wn ah th or arse dicta i encabrinsneesdaemaehoaal 2, 244 
New Mexico College of Agricultural and Mechanical Arts._.....__--- 2, O81 
| ee ee 2, 048 
i lida lela aoa eines 1, 932 
I, saddens ila abe atta wine de cp asticabialecabiaeeias 1, 896 
I niles cnlsiun finest lindesaaNe 1, 657 
I i a 1, 607 
SA LIE LIRA T TARE EGE AAR til i, 516 


See footnote at end of table. 
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TABLE 23 (b).—Amount of Department of Defense research and development funds t 
awarded to. nonprofit organizations, educational institutions, and Government 
agencies which were among the 300 largest recipients of such funds in the fiscal 
years 1954-66—Continued 





Amount 
(in thousands } 
ee on io etllentende dn cea nenere sheave ee = $1, 475 
ee Read CEeeh exe KEE i ne> CRY ® 1, 469 
NTE ee a a a inl had ae dmnned SP % 1, 406 
Nee Te ee canner an eden’ ene eeu pee ane D 1, 309 
eee inh eda denen kie wes ony ashen? 1, 308 
Neen ee i eda aeunaneacnteceeeenegeae 1, 307 
i edn e che neneens serene Cum Re 1, 279 
Tufts College___--.---- iin Anemia hanna aera 1, 267 
Nee nnn een ac eae J) tai 
ORE Mi ENON eg on ein wee nee nee seeeeeonse i, 198 
New Mexico Institute of Mining and Technology-.-.-----.----.-------- 1, 198 
i i EERE ERA CKO we noes s watate i, 177 
-Georgia Institute of Technology. -.--.....---------------------.----- 1, 164 
rn teach FON OU) awh bebe dnb caieeiene nao 1, 136 
Georgia Technical Research Institute. .......-.-------------------- 1, 124 
EE ee er 1, 102 
ES Se 1, 077 
ns cco e wane aneene weet ae euee wae ces os 1, 029 
Nee eee Ter seene seat ao sce ees 412, 828 


1 Amounts for the 3 fiscal years are comprised of contracts awarded and other procurement actions, in 
amounts of $50,000 or more in the fiscal year 1954 and in amounts of $10,000 or more in the fiscal years 1955 
and 1954. 


Source: Compiled from reports supplied by the Department of Defense. 


Senator Lone. The record will be kept open for a period of 2 
weeks for the filing of additional statements with the committee. 
These will be included in the appendix. We will adjourn subject to 
the call of the Chair. 

(Whereupon, at 4:10 p.m., the subcommittee adjourned, subject 
to the call of the Chair.) 
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APPENDIXES 


Appenpix I 
SUPPLEMENTAL MATERIAL SUBMITTED BY Pror. DANrieEL HAMBERG 


UNIvERSITY OF MARYLAND, 
COLLEGE OF BUSINESS AND Pusiic ADMINISTRATION, 

DEPARTMENT OF Economics, 
College Park, December 11, 1959. 

Senator Russe.ui B, Lona, 

Chairman, Subcommittee on Monopoly, 

Senate Small Business Committee, 

Old Senate Office Building, Washington, D.C. 


Dear Senator Lone: In compliance with your request at the hear- 
ings, Tuesday, December 8, I am enclosing a copy of the paper I 
presented to the Joint Economic Committee on September 24, and a 
table containing the most recent data on the proportion of industry 
research and development costs financed by the Federal Government. 

I am glad that I have been able to be of some assistance to you in 
your inv estigation of an extremely important problem. 

Cordially yours, 
D. Hamepere, 
Professor, Economics Department. 


P.S.—Enclosed also is a slightly expanded version of my opening 
statement at the December 8 hearings which I am having inserted into 
the record in place of my original opening statement.—D. H. 


APPENDIX I (A) 


Percent of industrial research and development costs financed by the Federal 
Government, 1957 

Percent 
NNN rsa SS hace areca Ratocs hank ee ak ware cinta 52 
I slid cna aaa eb apn nee aS 
eee, medicines, and other Chemicals. .......... oon ne cncncoccucese 
SPURT ca RETIN NEN, CSC SRC eel 
Nee ne nn te at et ol 
Fabricated metal products__............---__ pad hI Se git ta ees 
Nene ee enn oe ee nna conscience esenasiei adda tas 
I 8 nhac lessen chao eo deeiciedianabeleiaatietil 
anor Tenicies Gna over tratiaportétion.~ 2 ls 
Neen en aasiecavegidnantiieptieinindied aa hbemieninenelitniel 
Scientific and mechanical measuring instruments___._.......-..___-_______ 
Optical, surgical, photographic, and other instruments____._____._.________ 
en IR Nc nsastupnineneneioter mente tee eh a eet Ee 
a Bh cis toc ensitinen toes pecacageeearemntbiling eeeasannigvind an ptie cine tapimept ba eins 


RO 


ot BSSRSBS8nm 


Note.—Total research and development costs in industry, 1957, $7.2 billion. Federal 
research and development disbursements to industry, 1957, $3.7 billion. 


Source: National Science Foundation. 
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APPENDIx I(B) 
Size or Firm, Monopoty, AND Economic GrRowTH 
(D. Hamberg, University of Maryland) 


(Statement presented to the Joint Economic Committee on September 24, 1959, 
in connection with the committee’s study of employment, growth and price 
levels. ) 


For a number of years we used to be treated to the defense of giant, plural- 
unit corporations, with monopoly powers, on the grounds that these were needed 
to achieve the economies of mass production made possible by modern tech- 
nology. This argument always suffered from a certain lack of conviction, 
though, if for no other reason than the fact that in numerous cases the giant 
firms represented amalgamations of other firms that by any measure had been 
large and efficient corporations unto themselves—witness, for example, the 
absorption of Carnegie Steel by United States Steel. Empirical support for 
this argument was also hard to obtain. Other reasons centered on the wide- 
spread belief that most of the economies of mass production were to be found 
in the large-scale plant, as opposed to the large firm. This belief seemed to 
gain support from the efforts of some of the largest firms to decentralize 
many of their operations to the point where individual plants or subdivisions 
were encouraged to compete with one another. 

Failing to carry the day on “cost” grounds, the defenders of giant corpora- 
tions and monopoly power have more recently been treating us to another 
brand of argument. Starting with the pronouncements of the late Professor 
Schumpeter in the thirties and forties, we have been told that monopoly, far 
from being undesirable, is actually advantageous when economic progress is 
taken into consideration. In general, the case rested on the thesis that sub- 
stantial monopoly power created an environment propitious to both capacities 
and incentives for innovation. We shall examine this argument in the second 
half of the present paper. 

First, however, we want to deal with another form of sanction of big busi- 
ness and monopoly power that has captured the popular imagination. This 
comparatively new apologia may be set forth as follows: The independent in- 
ventor is now passé. In his place has come the giant corporations as the 
cradles of invention; only these great firms possess the resources to finance 
the skilled teams of scientists and engineers, working in splendidly equipped 
laboratories, that are now the providers of new production methods and new 
products. In short, inventions are believed no longer to originate in cold, bar- 
ren garrets; instead, they are now the product of institutionalized research 
earried on by teams of experts working on preassigned projects whose results 
are preordained. 

Not only has the independent inventor been swept aside by the invention 
of new ways of inventing, the argument continues, but the small and medium- 
size firms are also losing out in this process. Those who may be concerned 
about the monopoly powers of the giant corporations are assured that this 
is a small price to pay for the contributions to technology, and consequent 
improvements in our living standards and overall power, that the corporate 
giants are now making. 

The above is an important and influential line of thought, and no doubt 
many readers will find themselves in agreement with it. Nevertheless, although 
there is undeniably a basic element of truth in this view, it is easily, and 
indeed has been, greatly exaggerated. It will be my task in the first half of 
this paper to try to place some perspective on this issue and to sound some 
warning notes against too-ready acceptance of the argument of the two preced- 
ing paragraphs, both on the grounds of what is and what ought to be. 

A good way to go about this task is to seek the answer to four related questions: 

(1) Is it true, really, that technical development is now the exclusive 
preserve of the teams of scietists and engineers working in the research 
laboratories of the giant concerns? 

(2) Do the large corporations in fact finance the bulk of modern research 
activity? 

(3) Has large size per se been a guarantee of serious interest in research, 
so that we have reason to look to an important effset in the form of progress 
to the monopoly powers of the giant firms? 
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(4) To what extent is large business size a necessary condition of modern 
research, and under what conditions? 
The answers to these questions should not only cast in a true light the respective 
roles of the giant firms, the small- and medium-size ones, and the independent 
as sources of invention, but they may also tell us something about the reputed 
need for large-size firms in the modern realm of inventions. 


The sources of inventions 


As we have noted, the belief that large business size and economic progress 
go together rests considerably on the conviction that invention is now the ex- 
elusive domain of the giant corporations. How accurate is this view? A recent 
study of 61 important inventions made since 1900 discloses that more than half 
were the product of independent inventors, working alone, unaffiliated with any 
industrial research laboratories... Among these were such diverse inventions as 
air conditioning, automatic transmissions, Bakelite (the first commercial plastic), 
power steering, catalytic cracking of petroleum, the cottonpicker, cellophane, 
the gyrocompass, the heliocopter, the jet engine, quick freezing, streptomycin, 
insulin, and the continuous casting of steel. Stainless steels were discovered 
almost simultaneously by an independent inventor and a member of a research 
laboratory. 

In addition, several important inventions have been the product of research 
conducted in the laboratories of small- to medium-size firms. These include 
terylene (one of the great synthetic fibers), the crease-resisting process for 
fabrics, DDT, the continuous metal-casting process, as well as the continuous 
hot-strip rolling of steel sheets and shell molding. 

In short, a total of 40 inventions out of the group of 61 selected as a sample 
of important inventive activity since 1900 have been the product of research 
earried on by the independent inventor or in the research laboratories of 
relatively small firms. Assuming the sample of 61 inventions is reasonably 
representative of major inventive activity in the current century, these figures 
certainly cast serious doubt on the thesis that technological progress is now the 
bailiwick of the large numbers of research workers employed in the great 
laboratories of the big firms. 

Further indications along these lines have recently been provided by another 
study based on a sample drawn from U.S. patent data.” This study shows that 
40 percent of the patentees were not technologists, and, therefore, were pre- 
sumably not in the employ of research laboratories. In addition, only some 40 
percent of the patentees were full-time, hired inventors, the remaining having 
been line technologists, executives, or individuals employed in divers occupations, 
all ostensibly devoting their leisure time to their inventions. In other words, 40 
to 60 percent of the patentees could probably be said to have worked outside the 
organized teams of research workers of the industrial research laboratories, 
figures that appear to correspond with the findings of the study cited earlier. 
Corroboration of this statement is suggested by the patent-study finding that 
some 50 percent of the patentees were not college graduates, and it may also be 
presumed that this group would not be among the skilled teams of the industrial 
research laboratory. 

These percentages are borne out by the basic patent statistics themselves. 
These statistics disclose that 40 to 50 percent of patented inventions are the 
product of the work of independent inventors.* Moreover, preliminary results 
of a study being conducted by the present writer of 45 important inventions 
made between 1946 and 1955 also lend strong support to the percentages cited 
in the preceding paragraph; if anything, they seem to show an even larger 
proportion of important inventions originating outside the research laboratories 
of the giant corporations. 

All this is not meant to denigrate the contributions of the industrial labora- 
tories of the large firms; the latter have been responsible for some very important 


1See J. Jewkes, D. Sawers, and R. Stillerman, “The Sources of Invention’ (London: 
Macmillan & Co., Ltd., 1958), pp. 82 ff. 
A 2 Jacob Schmookler, “Inventors Past and Present,”’ Review of Economics and Statistics, 

ugust 1957. 

ot is worth noting that the basic patent statistics contain a strong and misleading 
numerical bias toward corporation-sponsored inventions. For the large corporations tend 
to be mainly responsible for a proliferation of patents on quite marginal variations on 
original, basic inventions. Among the reasons for this are a desire to maintain control 
over earlier patents and a desire to create roadblocks for competitors. One corporate 
director of research has said that as a result of indiscriminate patenting by large corpora- 
tions, corporate patents involve much less true invention than those of independent in- 
ventors and should, therefore, be discounted. 
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inventions. Nylon, of course, was the product of the immense research facilities 
of the Du Pont laboratories, and if these did not discover cellophane (an individ- 
ual did that), they were responsible for the development of its present moisture- 
proof qualities. The General Motors laboratories discovered Freon refrigerants 
and tetraethyl lead and were responsible for the final developments of the deisel- 
electric locomotive that made it commercially feasible (although the work 
had already been done by two small firms that were absorbed by General Motors, 
along with some of the most experienced workers in the field). The fabulous 
transistor was the product of the Bell Telephone Laboratories. And so on. 
Altogether, about 11 of the 61 important inventions mentioned earlier may be 
traced to the work of teams working in the industrial laboratories of large 
firms. 

Yet, even in many of these cases, like television, silicones (materials whose 
characteristics remain unchanged through wide variations in temperatures), 
and Plexiglas, much of the basic research had already been performed by 
individual inventors working alone or in laboratories of small firms or specialized 
research laboratories. All this evidence combined seems to tell us that those 
who believe that the great industrial research laboratories of the giant firms 
are now the primary leaders along the path of technical advance in our brave 
new world have a seriously distorted view of things. There is little doubt that 
the laboratories are much more important in this century than they were in 
the last one, but apparently they are a far cry from having become the chief 
source of (qualitatively important) inventions. 

Some statistics on research expenditures 

It might be well to look at some of the data on expenditures for research to 
place the role of large business-financed research in better perspective. First, 
let us note that in the United States in 1957 about $9 billion were spent on 
research and development. Of the $9 billion figure, at least a half and possibly 
as much as two-thirds was spent by the Federal Government, mostly for defense 
purposes. Over half of this Federal spending was used to finance research and 
development carried on in the private sector of the economy. This information 
explains why more than half of private research is found in the aircraft, 
electronic and electric equipment, atomic energy, and guided missile industries. 
“In the United States, 84 percent of corporation expenditure in aircraft is met 
by the Federal Government; in electrical equipment, 54 percent; in scientific 
instruments, 45 percent; in telecommunications and broadcasting, 52 percent. 
* * * In nonsubsidized research and development about one-half of the expendi- 
ture is to be found in chemicals, electrical and other machinery, and petroleum 
refining.” * 

What inferences can we draw from these data? For one thing it seems clear 
that the prodigious increase in corporate research and development spending 
since 1940, about which so much has been heard, has been largely the result of 
Government financing for defense reasons. Further, most of this spurt in 
research activity has been concentrated in relatively few industries, largely those 
with defense connections. That is to say, most manufacturing industries and 
firms have not shared in this spectacular growth in spending on research and 
development. In fact, other data show most manufacturing firms, large and small, 
carry on very little of this activity; they concentrate on manufacturing. 

Even in the few industries where corporate research is carried on in a 
big way, in view of the stimulus that they have received from Federal financing, 
what can we expect from them in the future? Some may assert that war 
preparations are here to stay, so that we can look forward to a continued strong 
interest in research from these groups, and the large firms, with their wonder- 
fully equipped laboratories and skilled research personnel, will lead the way 
into the technological future. In part, the element of truth in this assertion 
depends on the length of time cold (and hot) wars will indeed remain with 
us, and this is a (political) question beyond our purview. It also remains to 
be seen to what extent defense-connected industries hold the torchlight to future 
technical developments. 

Others will insist that even if the Federal Government steps out of the financing 
picture, the firms who are now spending on research in a big way will get in the 
habit of doing so, and will continue to do it in the future. Again, this may or 
may not be true. Certainly, there is room for some skepticism. Inviting cau- 
tion on this point are the number of instances of firms that were quite aggressive 





« Jewkes et al., pp. 148, 152. 
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in their research interest and spending at one time and lapsed into a state of 
semisomnolence at another. Once the Government stops footing the bill, there 
is always the possibility that the comptrollers and accountants with their ever- 
lasting myopic attitudes toward research, will find continued large-scale spending 
in this direction wasteful and expendable. This, too, has happened before, and 
it can happen again. 

Does large size per se lead to interest in research? 

Among those who believe that large size and technical progress have become 
as one, there seems to be the implicit notion that all or most giant firms have 
become sponsors of industrial research. Our previous discussion of the com 
paratively small proportion of important inventions since 1900 emanating from 
the giant corporations should be enough to cause strong skepticism on this 
score. Beyond that, we need only note a number or important industries domi- 
nated by very large firms where interest in research has traditionally been at 
a minimum. The steel industry is a notable case in point. Since the turn of 
the century, this industry (particularly the largest firms) has not been noted 
for its progressiveness. Virtually all the important recent advances in the 
methods of producing primary steel have come either from outside the industry 
or from small firms within the industry. Continuous hot-strip rolling and the 
oxygen converter were developed by small firms; continuous casting and plane- 
tary mills were created by independent inventors; ° the same was largely true of 
the evolution of processes for using taconite ores (low grade ores constituting an 
almost unlimited supply of iron). And as noted in footnote 5, in some of these 
cases the large firms have strongly resisted the adoption of these new techniques. 

But there is no need to dwell on the steel industry. It has been said of 
the cigarette industry, than which it is difficult to find larger size and more 
concentrated production, that its firms are almost totally innocent of any 
serious interest in research. In the equally if not more concentrated auto 
industry, it is fair to say that most of the recent engineering improvements 
have come from without the large firms of this industry. Many, like the new 
suspension systems, were pioneered by small European concerns, and others, 
like the automatic transmissions and power steering, were largely the results 
of the work of independent inventors. Again, during the years when the 
aluminum industry was a virtual monopoly of Alcoa, two of the three most 
important advances in production methods originated outside the industry. 
In the basic metal industries generally, where firms tend to be quite big, 
relatively little is spent on research. The same is true of the food products 
and agricultural machinery industries, both dominated by large firms. And 
so on through such similar industries as linoleum, plumbing equipment, meat 
products, distilled liquors, ete. 

Certainly, there are industries where the typical firm is large and interest 
and spending on research intense, such as the aircraft, (heavy) electrical 
equipment, chemicals, and petroleum. But again, note that the first two of 
these have been the recipients of heavy Government financing. More important, 
however, the large number of cases that can be cited where large firms have 
by no means been in the vanguard of developing technology is proof enough 
that large size per se is no guarantee of large-scale spending on research and 
development,® and exceptional progressiveness. The fact that manufacturing 
industries where very large firms predominate have displayed no greater 
increases in output per man than other manufacturing industries is additional 
testimony to this fact. So is the tendency of large companies to get into new 
fields by absorbing smaller ones who have already made substantial progress 





SIt is worth noting that three of these new processes just mentioned threaten to revolu- 
tionize our conception of the steel industry as one involving gigantic plants (and firms) 
that are irreducible in size and hence virtually inconsistent with much competition. With 
existing techniques of producing primary steel prevailing in the United States, the costs 
of plant and equipment per ton of steel fall within am estimated range of $300 to $400 
od ton. This is the capital cost of primary steel as it goes through the open hearth, 

looming, and conventional finishing mills. However, it has been reliably estimated that 

with the replacement of the open hearth by the oxygen converter, the blooming mill by 
the continuous casting process, and the conventional finishing mill by the so-called plane- 
tary mill, these capital costs could be reduced to some $65 per ton. Yet, it is interesting 
that, despite widespread adoption of these processes in Western Europe and Russia, the 
steel industry in the United States has shown virtually no interest in them, with the 
possible exception of the oxygen converter. 

*A more detailed statistical confirmation of this conclusion is provided by Jewkes, 
Sawers, and Stillerman, op. cit., pp. 156-157, and tables III, IV, V, VI, VII, pp. 193-196. 
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and possess the men with know-how. General Electric got into the electric- 
range and electric-clock fields in this way, as did General Foods in moving into 
the frozen-food market, and General Motors in becoming the chief producer 
of diesel-electric locomotives, to name but a few examples. 


Is large size a necessary condition for modern research? 


The discussion in the last section indicates that large size is clearly not a 
sufficient condition for interest and spending on research in the modern world. 
On the other hand, can it be said that large size is still a necessary condition? 
Would breaking up the large corporations, for example, be tantamount to de- 
priving us of the “major” source of research into new techniques and products 
that will pave the way for future economic progress? In a sense, our earlier 
examination of the sources of inventions implies a negative answer to this 
question. But the persistence of unsubsidized research in certain industries, 
like the chemical and petroleum refining industries, both characterized by 
very large firms, suggests that in some cases there may indeed be some con- 
nection between expenditures on research and size of firm. 

This connection seems to lie in fields of research or invention where the path 
to success is not a systematic one, but rather rests on a protracted and ex- 
pensive series of experiments and tests. The element of chance assumes a 
large role as the researchers play a hunch that on the basis of known properties 
of certain elements or compounds (or soil and bacteria cultures), other com- 
pounds or molds (as in the cases of the antibiotics) with desirable properties 
can be found. Or often, a long series of tests may be performed in the mere 
hope of discovering unknown properties of certain compounds that will yield 
useful applications. A knowledge of science may be helpful in narrowing the 
range of experiments that must be performed in these cases, but perhaps 
only from 100,000 to 10,000 experiments. 

This information may come as a surprise to many who believe that modern 
science and technology has lost its (supposedly) hit-or-miss qualities of the 
past, and is now on such a systematic basis that its results are foreordained. Yet 
a number of important dicoveries have been made in recent decades that have 
been matters of chance observation arising in the course of a search among 
many possibilities. These discoveries include such products as tetraethyl lead, 
Freon refrigerants. Doco lacquers, polyethylene, penicillin, streptomycin, and 
numerous others.” 

The significance of research of this type for the problem at hand is not hard 
to discern. When inventions or discoveries involve innumerable observations 
from a long series of experiments, teams of research workers, with ample and 
some times elaborate research facilities at their disposal, may provide the fastest 
and most efficient way of achieving results. For “the ground to be covered 
can sometimes be methodically divided between different workers, and teamwork 
may be of greater value since the accumulation of negative results is one method 
of finally identifying the correct line of attack.’* Here, then, the financial 
resources of the big firm may be required to provide both the facilities and the 
teams of workers. Moreover, where the element of chance is great, the large 
firm is in a better financial position to absorb the costs of the many failures 
involved before success is achieved. 

However, we must not exaggerate the potential of the large firm in this 
respect. For one thing, the kind of expensive experimentation just described 
appears to apply mainly to chemical and related inventions. For another, this 
type of research is not new, and has been successfully conducted in the past by 
individuals or small teams of workers utilizing a bare minimum of equipment. 
This was true in connection with the discovery of the first aniline dye and the 
vulcanization of rubber in the previous century, for example, and of Freon 
refrigerants, tetraethyl lead, and nylon in the 20th century. In fact, some of 
the very large firms operate a number of small laboratories rather than one large 
one. This indicates, on the one hand, that there are often serious disadvantages 
to the very large laboratory and big teams (for reasons to be discussed), and on 
the other hand, that comparatively small firms can afford laboratories of their 
own. Supporting the latter statement is the information that “in the United 
States the average operating cost of a laboratory per research engineer or 
scientist is about $25,000 * * * so that a group of 10 such workers, with their 
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ancilliary personnel and aids, would not appear to be beyond the resources of a 
moderately sized firm.’ 

Finally, let us note that although an ample supply of funds helps, it does not 
necessarily guarantee results. In fact, concentration of research attack in one 
large firm may actually hinder achievement. In the face of the tremendous 
uncertainty that actually surrounds most (major) inventive activity, it is 
usually important that as many avenues as possible be explored and that the 
individual researcher be given as free a hand as possible. High level program- 
ing and direction should be limited to statements of objectives; the choice of 
pathways and techniques for achieving the objectives should be left to the 
research personnel, and substantial competition and even duplication in re- 
search efforts should be encouraged and fostered. This type of approach to 
research and develpoment is one of the great lessons learned from U.S. ex- 
perience with military research and development projects.” 

However, it is an approach that typically runs counter to management ideas 
about efficient organization. Although there appear to be some important ex- 
ceptions, the control of most industrial laboratories tends to be rather centralized, 
with early programing by the director of research in which each worker is as- 
signed a prearranged task. Duplicative efforts often seem economically waste- 
ful, especially to those controlling the purse strings. Modern notions about 
efficiency of business administration, buttressed by growing reliance upon cost 
accounting as a way of minimizing costs by weeding out inefficient operations— 
these are too deeply inbedded in the minds of most managements to permit the 
loose type of organization required for original and important inventions. 
Some large firms have tried it, at least for limited periods. But the odds seem 
against it. 

The foregoing discussion should be sufficient to raise serious doubts that the 
great industrial laboratories are now the repositories of research and in- 
vention in the Western World that they have been made out to be and to caution 
against the glib tendency to identify large firms with serious research interests. 
This discussion should also prompt us to guard against glib assumptions that 
large teams of organized scientists and technicians working under close ad- 
ministrative guidance, with their tasks and goals carefully preestablished, are 
indeed the best approach to invention. It certainly remains to be demonstrated 
that there is a definite correlation between size of research organization and 
quality as well as quantity of inventive achievement. On the contrary, it is 
disquieting to hear of the number of research administrators who remark on 
the amount of piddling that goes on in the great laboratories and the heavy 
spending on marginal improvements designed to maintain patent controls. And 
students of invention have often commented on the number of truly important 
inventions that have been the work of individuals unassociated with an industry 
and thereby able to approach its problems with a completely fresh and detached 
outlook. 


Outside sources of invention 


Apart from the individual inventor’s making his ideas known and available 
(for a price, of course) to business firms of all sizes, there are a number of 
sources of inventions outside the firm that make it possible for even the com- 
paratively small firm to obtain the benefits of research and development. Take, 
for example, agriculture, that paragon of pure competition and the small firm. 
Except for isolated discoveries by wealthy farmers, in the past little technical 
advance has originated in this sector, but important advances, recently almost 
embarassing advances, have nonetheless been made. How? By whom? The 
answer is familiar to all: primarily, Government research agencies and experi- 
ment stations, and the agricultural schools of the land-grant colleges. 

This fact is, of course, well-known. Yet it is surprising to find how many 
people refer to it in disparaging terms, as though there were something unclean 
about Government research performed for the farm sector. But such research is 
just as valuable as that performed in the private sector, and there is no reason 





*TIbid., p. 160. 

1° See B. H. Klein and W. H. Moding, segiin Gene of Operations Research to Develop- 
ment Decisions,” Operations Research, May—June 1958; B. H. Klein, “A Radical Proposal 
for R. and D.,’’ Fortune, May 1958; also see R. R. Nelson, “The Economics of Invention: 
A Survey of the Literature,” the Journal of Business of the University of Chicago, April 
1959; and C. J. Hitch, “Character of R. and D. in a Competitive Economy,” Proceedings 


of a Conference on R. and D. and Its Impact on the Economy, National Science Founda- 
tion, Washington, 1958. 
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why it cannot be enlarged in the interests of making research and development 
compatible with more competition and smaller size firms. Of course, under the 
impact of defense goods, a greatly expanded program of Government research 
is already being carried on, and many recent tendencies in private industrial tech- 
nology are traceable to pioneering Federal research and development projects. 
Among these tendencies are the application of radioisotopes, the drive toward 
competitively priced atomic power, cold sterilization of food by radiation, the 
formulation and fabrication of titanium and magnesium and other heat- and 
eorrosion-resistant metals and alloys, etc. If such things can be accomplished 
by Government research for defense purposes, why can’t they be done in peace. 
time as well? There is certainly one decisive advantage Government research 
and development has over private, and that is the avoidance of patent problems: 
the results are made available for all firms, large and small, to utilize as they 
wish and as promptly as they wish. 

Moreover, it should be remembered that potentially large portion of the 
benefits of private research and development cannot be latched onto by private 
firms in the form of profits. ‘This structure applies particularly to the results 
of basic or fundamental, as opposed to applied or practical, research, and prob- 
ably plays a significant role in explaining the notable failure of private industry 
to engage in much basic research. Rightly so, I believe, patent law typically 
disallows the patentability of discoveries of fundamental ideas. At the same 
time, the absence of patent protection at the fundamental level must be ac- 
knowledged as a deterrent to the conduct of basic research by private firms. 
Furthermore, the fruits of basie research are likely to be rather long delayed 
and comparatively uncertain—uncertain as to outcome in general and uncertain 
as to the ability of the sponsoring firm to exploit a particular discovery, because 
of resource limitations of one sort or another. Under these circumstances, 
Government agencies, representing society or industry in general, possessing 
much lower time preference and risk discount rates and also lower capital costs, 
are potentially the ideal groups to conduct basic research, an area that by 
common consent has been badly neglected in this country. 

This same line of thought suggests another potentially important drawback 
of the financial strength of the large firm in the field of research and invention. 
As a result of its ability to pay attractive salaries to scientists and technicians 
plus the factors mentioned in the preceding paragraph, the giant corporations suc- 
ceeds not only in concentrating scarce resources in research featuring the short 
payoff, prototype production or design characteristics, but it deprives other 
sectors of the economy, like the university and Government sectors, of the re- 
sources to use in basic research. And of course, we might, if we wish, extend 
this point one important step further. We might also argue that the relatively 
high-paying, large corporations are drawing scientific personnel away from 
teaching, as well as research pursuits in our universities. In addition to being 
lost to basie research, therefore, they are being lost to a function certainly as 
vital, if not more so, to the extension of knowledge, namely, education. This 
loss must be considered in any evaluation of the research and development 
activities of the large firm. 

Returning to the theme of sources of invention outside the business firm, let 
us note the appearance in recent years of another potentially important outside 
source. This is the independent profit-seeking research firm. Although large 
corporations make frequent use of such firms, their interest for us lies in their 
posing another solution they pose to the problem of expensive research and the 
small firm. In essence, the problem of the small firm consists of its inability 
to bear the potentially large overhead costs of its own research facilities and 
workers needed on some types of research. But the independent research firm, 
in making its services and facilities available to small firms, provides a wonder- 
ful way in which large numbers of the latter can, in effect, share these costs. 
The rapid proliferation of such firms holds great promise for future reconcilia- 
tion of the problem of maintaining research, economic progress, and active 
competition. In an interesting way, these firms are another example of a free- 
enterprise system’s remarkable capacity for providing people to undertake some- 
thing when it is profitable to do so. And if research is as profitable as it is 
supposed to be, we may expect an increasing number of independent research 
firms to appear. Certainly, this is an institution whose growth warrants 
strong encouragement. 

Paralleling the growth of such firms has been another institution especially 
designed to make available outside research and development facilities to the 
small firm: This is the industrial research association, a group which the 
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members of an industry jointly finance and from which all can take new techni- 
eal discoveries on equal terms; and in many cases, there is no question of 
agreements to fix prices. Provided price fixing can be uniformly avoided, 
the industrial research association is another way in which small firms can 
and do share the overhead costs of research. 

Add to these the many nonprofit research institutions and foundations, the 
laboratories of the universities, and the individual inventor, whom we have 
found to be still a decidedly prominent source of inventions, and it will be seen 
that there are many outside sources of research facilities available to the small 
firm. When we consider the matter in this light, research, economic progress 
and active competition, characterized by small and medium size firms, do not 
appear as incompatible as they are often made out to be. 


MONOPOLY AND ECONOMIC PROGRESS 


As remarked at the beginning of this paper, there are many who claim not 
only that the giant firm is needed to undertake research in the modern era, 
but that the substantial degree of monopoly power that large size usually confers 
is equally vital to economic progress. Far from being exorcised by the existence 
of significant monopoly power, these people see in it a definite advantage aiding 
our quest for technical progress and higher living standards. This advantage 
is felt to outweigh by a considerable margin the losses from oft-admitted monop- 
olistic powers. So, without further ado, let us see of what fabric this argument 
is made. 


The capacities for and stimuli to progress engendered by monopoly power 

The arguments favoring monopoly power as a source of progress fall into two 
categories. One is that the capacities of the enterprisers with significant 
monopoly power are more likely to lead in the direction of progress than those 
enmeshed in the environs of pure competition. The other argument views a 
strong element of monopoly power as an absolute stimulus to progress. 

Capacities for innovation.—Dynamic and imaginative entrepreneurs are not 
likely to be found in pure competition, for the very nature of this market struc- 
ture tends to be too inhibitive, limiting as it does the activities of the firm to 
pure production decisions. There is no room for aggressive price and sales poli- 
cies, no leeway for “creative” product variation, and no outlet for original and 
striking advertising campaigns. These are indeed cold and uninviting sur- 
roundings for the energetic and fertile businessman, galvanized for action and 
impatient to try out new ideas. 

Moreover, because the monopolistic firm is apt to be large in size, it will be in 
a good position to afford to employ executives with the traits just described, 
men with the capacities to originate and develop new ideas and ways of doing 
things. In addition, monopolistic power is frequently the result of superior 
entrepreneurial ability, ability that can be counted upon to continue the drive 
for new methods and new products in an effort to enhance monopoly power, 
perhaps, but still redounding to the benefit of society. 

Furthermore, and probably more important, monopoly profits are a principal 
source of funds to finance research and to finance new equipment implementing 
discoveries. Expenditures for research are a very risky type of investment, 
and the protection that monopoly power affords acts as an inducement to spend 
on research, because the firm feels a measure of security from the knowledge 
that it will likely be the sole possessor of the new inventions its produces. 
Ample proof of this is found in the demonstrably heavy concern with research 
in concentrated industries and, within these, in the largest and more monopolis- 
tie concerns. (This last is a highly questionable statement, as the discussion on 
pp. 8-10 above showed. ) 

Incentives to innovate.—Probably the most important aspect of the monopoly- 
cum-progress argument is associated with the matter of incentives. Monopoly 
power is said to be an indispensable adjunct to the willingness of the firm 
to invest in the production and sale of new and untried products and techniques 
of production. Investment of this type, i.e., innovational investment, is often 
very risky and expensive. It runs the risk of buyer resistance, of long and 
expensive sales campaigns to overcome this resistance, and possibly of ultimate 
failure. Expensive investments in new plant and equipment may be required, 
often preceded by equally expensive periods of experimentation and develop- 
ment. As a result, the excess profits associated with substantial monopoly 
power are a necessary inducement to innovation. Without the protective shield 
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of such monopoly power, or contrariwise, with the prospect of easy and quick 
imitation and vigorous competition, the incentive to undertake these expensive 
risky innovations would evaporate. Vigorous competition in the innovative 
process would cause this process to wither on the vine. Monopoly power in 
this connection is the very life-giving air on which economic progress thrives. 


Monopoly power as a source of restraint on economic progress 

As usual, there are at least two sides to every question, and this is no 
less true on the issue of the role of monopoly power in the innovation process. 
For one think, it would be an egregious mistake to identify the growth of 
monopolistic power with superior entrepreneurial ability. In some cases, such 
as the Ford Motor Co., there doubtless has been a large element of this su- 
periority behind the accrual of such power to giant firms. But looking back 
over the past, particularly to the great merger movements in the period around 
1900 and in the 1920’s, we find that the greatest source of impetus to these 
movements originated in the desire to curb competition and from the great 
profits for the promoters of these mergers. Today, such things as tax con- 
siderations, desires to assure sources of supply or market outlets, or product 
diversification seem to be fostering mergers, rather than any unusual entre- 
preneurial talents—at least of the type that necessarily bodes well for technical 
progress. 

Moreover, quite the opposite from being a convenient vehicle for the exercise 
of the talents of the dynamic and imaginative entrepreneur, the large corpora- 
tion can lead, and has led, to developments not conducive to the risk-taking 
that is associated with innovation. Chief among these is the emergence of 
bureaucratic organizations of officials to carry out the multiple, complex func- 
tions inherent in modern large-scale enterprise. The bureaucrats of the large 
corporations, usually cloaked with substantial monopoly power, develop a strong 
sense of security about their jobs, a “career” attitude toward managerial posi- 
tions, that make it imperative to be a good “organization or team man,” to 
follow the accepted rules of action and behavior.“ These are not the qualities 
of the prospective innovator. Risky ventures are avoided that might destabilize 
existing market situations and threaten the position of the entrenched 
managerial bureaucracies, which operate better in a stable, rather than a 
changing, environment; these bureaucracies tend to become instruments of re- 
sistance to, not promoters of, change. 

Moreover, it must be remembered that innovations that are substitutes for 
existing products and processes involve losses from the scrapping of existing 
plant and equipment. Firms protected by monopoly power may be expected to 
try to avoid such losses by postponing innovation until the existing capital 
goods have considerably depreciated. Why render obsolete with a new innova- 
tion what may have been painfully built up in the past? And this is no less 
true of firms that spend large sums on research than of those who do not. 
In fact, for the former, much of their research may be aimed at the protection 
of existing monopolistic strength, as well as the avoidance of capital loss through 
obsolescence—by obtaining patents ahead of others threatening the firm’s en- 
trenched position. Scrutiny of the innovational behavior of the electric lamp, 
radio and television, railway locomotive, and telephone industries, among others, 
discloses that innovations of competitive products have occurred only after 
long periods of market exploitation of old products. The investigations of a 
number of writers have brought them to the conclusion that new firms are 
very often needed if radically new innovations are to take place; this has even 
been true in industries where the established firms have had reputations for pro- 
gressiveness, such as the electric lamp and telephone industries.“ A study of 
new firms established in Connecticut after World War II reveals that a large 


percentage were set up in order to innovate a new product invented by one of’ 


the owners. Frequently, the inventor felt constrained to leave his previous 
job for this purpose because he could not interest his superiors in his invention.” 


11 For interesting and incisive discussions of the extent to which these qualities of 
corporation executives are now being emphasized, see Vance Packard, ‘“‘The Hidden Persua- 
core { = D 1957), ch. 18; and W. H. Whyte, “The Organization Man” (New 

ork, : 

12See W. R. MacLaurin, “Invention and Innovation in the Radio Industry” (New York, 


1949),; A. A, Bright, “The Electric Lane Industry: Technological Change and Economic: 


Development,” 1800-1947 (New York, 1949); and R. Schlaifer and S. D. Heron, “The 


Development of Aircraft Engines and Fuels” (Cambridge, Mass., 1950). See also, Nelson, 
op. cit., RP. 108-109. 

43 See G. Brown, “Characteristics of New Pnterprises,’ New England Business Review, 
June and July 1957. Cited in Nelson, loc. cit. 
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This information should not be unexpected. Innovation is certainly expensive 
and risky. The intelligent entrepreneur is all too aware of this, particularly if 
he has recently experienced the trials and tribulations of innovation and market 
consolidation. Following this experience, a period of quiescence is apt to be 
the most attractive situation. With good profits, monopoly powers that may 
insulate well against potential competition, executives are more prone to refrain 
from innovation, to be content with protecting the fruits of past efforts. They 
are hardly likely to want to render obsolete soon afterwards with a new inno- 
vation what may have been painfully built up in the past. 


Competition as a source of innovational incentives 


These problems do not arise when there is active and intense competition, 
although not necessarily pure competition. The adoption of new techniques or 
products by some firms under competitive conditions literally forces the rest to 
follow suit, to abandon its existing equipment and write off the losses, or else 
run the risk of being undersold or losing customers to the new products being 
introduced by the competitors. In addition, a firm without significant monopoly 
power, whose share of the market is small, will find the adoption of the latest 
techniques and products especially attractive as a means of underselling competi- 
tive firms and invading their markets. For the losses from scrapping existing 
equipment will seem rather minor compared to the profits to be garnered from 
the enlargement of its markets. It is the monopolistic firm, with a sizable por- 
tion of the market, that finds losses on sunk capital large compared with pros- 
pective profits from further broadening of its market share. 

Likewise, competition in contrast with strong monopoly situations, is ordinarily 
associated with freedom of entry, with the full freedom for new firms to enter 
an industry with new and cheaper techniques or new, substitute products. The 
new firm, too, is likely to be a more aggressive innovator. By definition, it has 
no vested interest in maintaining the capital values of existing plant and equip- 
ment, no vested interest in maintaining existing markets. It will want to take 
advantage of the latest techniques and equipment, and in doing so will force the 
existing firms to fall in line or be outsold. 

Monopoly, on the other hand, obstructs the entry of new firms. Sometimes, it 
does this by deliberate action, as by threatening destructive price competition, 
patent shelving and expensive and drawn-out patent litigation, controls over- 
supplies of important materials, ete. At other times, the mere strength of the 
monopolistic firm’s hold on the market may act as a strong deterrent to the entry 
of new firms. 

Perhaps the outstanding feature of active, intense competition in connection 
with the innovating process is the persistent pressure it exerts to search for and 
adopt innovations that would otherwise be delayed if introduced at all. It is 
sometimes said that strong monopoly power is not necessarily inconsistent with 
innovation. Despite what was said above, there are large firms that can and do 
have vigorous managements vitally interested in research and development, of 
sanguine outlook and adventurous spirits, and constantly willing to exploit new 
ideas in the marketplace. This is true; there are indeed firms with such manage- 
ments. But we have also seen that there are many firms, with much monopolistic 
power, whose managements have not been of this ilk. 

The advantage of active, intense competition lies in the fact that it does not 
leave innovative ability and behavior to pure chance. The persistent pressures 
from competition provide a compelling force to innovate or fall behind and per- 
haps eventually disappear altogether. Competition is also the proper stimulant 
to prevent firms from seeking “the quiet life,’ from being content to reap the 
fruits of past efforts and rest on their laurels. If it is true that modern manage- 
ments of large corporations are not profit mad, grasping ogres, anxious to maxi- 
mize earnings, it follows that the drive for profits is no longer the reliable spur 
to innovations it was once thought to be. Competition again, however, does not 
rely on the chance existence of a strong drive for profits. It provides an inspira- 
tion to innovate all its own. 

In reply, it is often argued that even firms with apparently substantial degrees 
of monopoly power are not immune to strong competitive pressures. There have 
been dramatic struggles even in monopolistic (or oligopolistic) markets; new 
firms have overcome obstacles in the past and encroached seriously upon monopo- 
listic markets; interindustry competition among otherwise monopolistic firms 
producing substitute goods has often waxed hot, and so on. In brief, competition 
is an ubiquitious and pervasive force from which no firm can ever completely cut 
itself off and enjoy peace and tranquility. 
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There may be a strong element of truth in this view, although there certainly 
have been protracted periods during which many large firms have been able to 
enjoy peace and quiet. Irrespective of the truth of these remarks, however, they 
ean hardly be regarded as a defense of monopoly power. They merely show that 
despite its existence elements of competition make their presence felt. This 
sounds like a very good case for enlarging the area in which competition is allowed 
to operate, that is, for weakening the forces of monopoly. 


Temporary versus entrenched monopoly power 


We have yet to deal with the argument that monopoly power is a necessary 
incentive to innovation. This argument, remember, rests on the premise that 
the prospect of excess profits stemming from monopoly power are needed to in- 
duce potential innovators to undertake the great risk and expense that is often 
associated with innovation. If potential imitation is quick and easy, there is 
little inducement to accept the possibility of losses. There is undoubtedly con- 
siderable merit in this reasoning, and of course, upon it rests the basis for the 
patent system, which is certainly one of the outstanding but widely accepted, 
forms of monopoly. Paradoxically, from the point of view of maintaining com- 
petition, there is an even more persuasive case in favor of the patent system. 
It is the one source of potential reward for the independent inventor or new 
and/or small firm attempting to market a new process or product. Certainly, 
any efforts to raise outside funds with which to exploit inventions would be 
well-nigh hopeless without the patent. 

However, even if we grant the validity of this form of monopoly power, this 
is something quite different from granting the general validity of all forms 
of monopoly power, even for economic progress. In examining the role of monop- 
oly power in economic progress, we must be careful to make a proper distinction 
between those temporary monopolies that are needed to induce investment and 
the more general and established monopolies that threaten to, and often do, stifle 
progress, for we have found nothing in established monopolistic power that neces- 
sarily constitutes a source of incentive to innovate; on the contrary, we have 
found much that may smother progress. If established monopolies remain 
progressive, this characteristic may probably be traced to the persistence of 
competitive pressures, or possibly to chance attributes that make management 
interested in invention and innovation. 

Even in the case of the supposedly temporary monopolies granted by patents, 
there are many instances of strong innovative activity without them, or with 
patents of dubious value, because the original inventions were subject to suffi- 
ciently close imitation as to negate their exclusive value. This knowledge 
should make us wonder whether the value of the patent system, and its tem- 
porary monopoly power, hasn’t been exaggerated. Questions of this sort have 
even been raised in connection with that almost uniquely expensive innovation, 
nylon, on which some $6 million were reportedly spent. It is asked whether 
in the face of the obviously enormous market decreed by fashion, a number of 
firms wouldn’t have been willing to risk this innovation under competitive con- 
ditions. And in the face of the numerous competitive synthetic fibers that were 
already in prospect at the time nylon was marketed, it may be asked just how 
much of an incentive the patent on nylon offered. In view of the ease with which 
so many inventions may eventually be imitated, it may rightfully be asked 
whether the gains from patents are really in the nature of monopoly profits or 
whether they merely reflect the profits that accrue to the innovator simply 
because he is ahead of others and that a time lag is involved before the rest 
can catch up. Some large corporations implicitly recognize the legitimacy of 
this question by making most of their patents available to everyone in the 
knowledge that patents have a very restricted utility, because imitation is so 
easy. However, this is no place to go into an extended discussion of the patent 
system. 

Whatever the merits of temporary forms of monopoly power like those granted 
by patents, one thing seems certain. There are so many instances of innova- 
tions by firms possessing little or no monopoly power that we can feel free to 
cast to the winds most of the suggestions that established monopolies are a neces- 
sary, or even an important, ingredient of economic progress. The one feature 
of large business size and monopoly power that appears to carry considerable 
weight is associated with the usually large (absolute) profits of the big monop- 
olistic firm as a source of funds to finance research and innovation. This, how- 
ever, is simply one aspect of the well-known differential access to finance of the 
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small and large firms. To recognize this finance problem, however, is not neces- 
sarily to condone giant size and monopoly power as the solution. Financial aid 
to small business of the sort envisioned in the establishment of the Small Busi- 
ness Administration and the recent expansion in its activities offers a more hope- 
ful and worthy solution. But such programs must be carried out on a much 
larger scale if they are to succeed in their goals of maintaining and enlarging the 
scope of competition in our economy. 


APPENDIx I(C) 


United States, 1953 expenditure on research and development per company for all 
companies conducting research and development—by size groups of companies 
and industries * 

{In millions of dollars] 





Expenditure on research 
and development per 


i company for companies— 
Industries 


|With employ-| With employ- 
ment over | ment 500-999 


5,000 

Food and kindred products_..-- - . , | 1.0 0. 02 
Chemical and allied products_...--...-- = ; 8.6 44 
Petroleum products and e xtraction._.----- : . ‘ inated 6.1 | 12 
Rubber products---.---- 5.2 . 09 
Primary metal 1.5 . 02 
ENG MOUND oo. widen wedecmaunsesones 1.7 15 
Machinery 3.6 16 
Electrical equipment 28.7 42 
Aircraft and parts__. i re 35.8 1. 95 

Professional and scientific instruments. 11.4 _70 
ocho manufacturing 5.9 | .03 





1 Based on National Science Foundation, ‘‘Science and Engineering in American Industry,’’ tables A-3 
and A-9, cited; Jewkes, Sawers, and Stillerman, ‘‘'The Sources of Invention.’”’ 


United States, 1951—Ranking (1-14) of major industrial groups as to research 
{ / : gr 
and development expenditure and size of firms 


Ranking of 14 industrial groups according 
to 


Expenditure 





on research Percent of 

Industry and develop- A verage total em- 

ment (non- | size of firm, ployment 

Government-| number of in upper 1 

finaneed) as | employees percent of 

percent of | | firms 
sales | 
(1) (2) (3) 

le eta neat ical | sel isda 
Electrical machinery ._-- 1 | 5 7 
Professional and scientific instruments 2 | 9 4 
Chemical and allied products. ---- 3 | 8 2 
Stone, clay, and glass products_-_---- Peat aa 4 | 12 9 
Transportation equipment. 5 | l 1 
Machinery (except electrical) 5 6 | 10 Xs 
Textile mill products--_-......-..--.--- ka cheswl 7 | 6 | 13 
ad Soo als awh gdinabudaend | 8 | 3 5 
I ree renee) Sek A eo ee ee Be 9 | 2 3 
Fabricated metal products.. ne i cal 10 | 11 | ll 
Other manufacturing fish oe aisa tals 950463 -seesennes 11 | 14 | 12 
Paper and allied products... 12 | 7 | 14 
Primary metal industries oa 13 | 4 | 6 
Food and kindred products--- i 14 | 13 | 10 





Col. (1) based on tables in “Scientific Research and Development in American Industry, 1953,’ Bull, 
1148, U.S. Department of Labor. 


Cols. (2) and (3) based on size characteristics of the business population, ‘‘Survey of Current Business, 
May 1954” cited; Jewkes, Sawers, and Stillerman, ‘‘The Sources of Invention, 1958.” 
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Chemical and allied products—United States, 1951,’ percentage of cost of research 
and development to value of sales 














Average Median Lower Upper 
Size group of company percent- percent- quartile quartile 
age age percent- percent- 
age age 
Less than 500 employees (162 companies) -----.------- 3 2.5 2.6 1.3 5.8 
500-4,999 employees (58 companies) -_.---....------.-.--- 2.4 7 1.0 29 
More than 5,000 employees (22 companies) -- --------- 2.6 2. 7 3.9 





1“*Scientific Research and Development in American Industry, 1951,’’ U.S. Department of Labor, table 
C-20 cited; Jewkes, Sawers, and Stillerman, ‘‘ The Sources of Invention, 1958.’’ 


15 largest oil companies in the United States, 1948 





Average size | Smallest re- | Largest re- 








Size group total assets (millions of dollars) of research search staff | search staff 

staff | 

| 

| 
ene oe? 2 Miter Alea : : 811 | 455 1, 123 
RE hkagilid ls ccncdssevcatsinawaeesetanss janeenwenl O44 469 1, 129 
ecient hkh taken ee ROE Snww nc nenee 691 378 1,314 
a iaalanoees | 184 | 95 | 347 





Cited as above, ‘‘ The Sources of Invention, 1958.”’ 


APPENDIX II 


PREPARED STATEMENT OF B. G. WEIL, PATENT COUNSEL, THE MARTIN Co., 
BALTIMORE, Mb. 
DECEMBER 4, 1959. 
Hon. RusseEtt B. Lone, 
Chairman, Subcommittee on Monopoly, 
Select Comimttee on Small Business, U.S. Senate, Washington, D.C. 

DEAR SENATOR LONG: This letter is written in reply to your letter of November 
19, 1959, inviting the Martin Co. to submit a written statement of its experience 
under present Federal policies with respect to patents and technical knowledge 
resulting from Government-financed contracts. We regret that we were unable 
to have this statement to you by December 1 for reasons explained to Mr. Gordon. 
your staff economist. We also wish to acknowledge advice from Mr. Gordon 
to the effect that this statement will suffice the needs of the committee and that 
no witness from the Martin Co. is required at your hearings. 

Martin is presently, and has been for some years past, almost wholly engaged 
in the production of items for sale to the U.S. Government either directly as a 
prime contractor or indirectly as a subcontractor. Its sales to the Government, 
under Government contracts, amount to more than 99 percent of Martin’s sales. 
Commercial sales predominantly result from spare parts for commercial air- 
craft which it produced and sold in and prior to 1953. Consequently, the sale 
of its products in the commercial market is not a matter of controlling impor- 
tance or financial significance in the recent operations of the Martin Co. 

This intense concentration by Martin on the Government market came about 
from a change of management at Martin, occurring about the beginning of 1952. 
Our new management felt that Martin should withdraw from the commercial 
field and specialize in the field of national defense products such as guided 
missiles, electronic systems, military aircraft, and special nuclear systems for 
defense applications. 

Furthermore, Martin has undergone other radical changes in its business 
besides withdrawal from the commercial field since 1952. The trend away from 
the aircraft business has gone even further in the interim period. Today, 
Martin is to all practical purposes out of the aircraft business. It does not 
expect to design and produce another aircraft. Our transition to the space, 
nuclear, missile, and electronics field is nearly complete. 
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Your subcommittee has requested a statement of our experience under present 
Federal policies with respect to patents and technical knowledge resulting from 
Government contracts and patents applied for or secured thereunder. Because 
of the previously outlined changes in Martin’s business, I feel sure you will 
agree with me that the period from 1952 to date is the significant period, and 
that events transpiring prior to 1952 are of historical interest only. Conse- 
quently, my statement will be limited to matters occurring from the period 
1952 to date as representative of the experience of the Martin Co. as it exists 
today. 

During the period 1952 to November 20, 1959, Martin has filed 104 U.S. patent 
applications resulting from Government contracts. Of this number 46 patent 
applications have matured into issued patents and 58 patent applications are 
still pending. 

All the foregoing patents and patent applications are subject to a royalty-free 
license to the U.S. Government to practice or cause to be practiced by or for 
the United States the inventions covered by these patents and patent applica- 
tions. Also, these Government licensed patents and patent applications include, 
not only patentable inventions directly made in the course of performance of 
our contracts, but those made in the course of the performance of general 
research programs financed in whole or in part by the Government through 
reimbursed overhead. 

2atents are normally obtained for three purposes. First, they are filed for 
offensive purposes to exclude your competitors from making, using, or selling a 
product covered by your own patent. Second, they are filed for defensive 
purposes to protect the patent owner’s right to market a product covered by a 
patent, and insure freedom from charges of infringement by third parties. 
Thirdly, they are filed with the objective of obtaining royalty income through 
licensing inventions to others for a consideration. As will be hereinafter pointed 
out in detail, these conventional economic benefits normally derived from patents 
in their ordinary aspect are not present in the case of the Martin Co. 

First, with respect to offensive patenting, our patents are available for use 
by all Government contractors on a royalty-free basis through the Government 
license. Since Martin is wholly concerned with Government contract work for 
all practical purpose, all these patents derived from Government contracts are 
available to our competition, big or small, without charge. There is no carry- 
over of patent rights resulting from Government-financed work into commercial 
work with resultant advantages to Martin’s commercial product line because 
Martin is not doing business in the commercial field. Thus, the advantages of 
offensive patenting do not accrue to Martin. 

Secondly, under Government contracts made with agencies that do not require 
transfer of title to the Government, a contractor has the option to report an 
invention to the Government and indicate that the contractor does not desire to 
file a patent application. In such cases, title to the invention passes to the 
Government, who then has the right to patent the invention, subject to a royalty- 
free license to the contractor. The foregoing procedure suffices to satisfy the 
normal requirement for defensive patenting. 

astly, there remains the matter of royalty income derived through licensing 
inventions to third parties. Naturally Martin receives no royalty income from 
the use of contract inventions by Government contractors. This leaves royalty 
income only derived from licensing of commercial rights to be considered. While 
our inventions quite logically relate to our defense products and are primarily 
adapted for use therein, the prospect of their commercial usage is present and 
royalty income from such usages should not be summarily dismissed as an 
improbable contingency. Such royalties are shared by the company and the 
inventor under our patent incentive plan, and the possibility of the individual 
inventor receiving his share of such royalties is an important incentive to the 
making of inventions. However, for the period under study royalty income 
derived from inventions to which the Government has contributed financially 
has been credited to Government contracts until the Government’s contribution 
has been recouped. It is only after the Government’s financial contribution is 
retired that Martin can retain any royalty income for its own account. This 
procedure serves to make the Government whole financially. It also provides an 
incentive to our inventors to invent by allowing some royalty income, at least, to 
be made available to them through our royalty-sharing plan. However, it 
should be realized that in many cases the Government’s contribution is sub- 
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stantial and since it must be refunded before any benefits accrue to Martin, the 
normal royalty income potentialities available to patent owners generally are 
severely limited in the case of Martin’s contract patents. Lastly, recent changes 
in procurement regulations indicate that the sharing royalty arrangement 
referred to above may no longer be permitted in the future and that all royalty 
income derived from patents derived from Government contract financing may 
be credited to the Government. If such proves to be the case, even the limited 
royalty benefits allowable to Martin at present will no longer exist. 

While we are on the subject of patent licenses, I would like to state that all of 
these Martin patents derived during the period under consideration are available 
for licensing in the commercial field to business generally upon reasonable terms 
and upon conventional conditions. We do not pursue an active program of 
seeking out licenses as there is little economic incentive to do so in most cases 
because of the treatment of our royalty income previously explained. However, 
Martin’s management has never refused to license any business, large or small, 
which has requested a license under these patents. 

You may logically wonder why Martin applies for and obtains patents under 
the conditions outlined above. The answer, although unconventional, is simple. 
In the type of business we are in, creative engineering is of paramount import- 
ance. The highest type of creative engineering is inventive engineering. The 
obtaining of patents is an official recognition of such creative inventive work 
product of an engineer and, for that reason, patents are highly regarded 
by the individual engineers who consider them to be primary evidence of their 
scientific achievements. Also, the obtaining of a patent not only is desired by 
engineers from a scientific status point of view, but they are sought after ag 
concrete evidence that an engineer is performing his duties in a manner which 
would merit employment benefits such as salary increases, promotions or both. 
We, therefore, primarily apply for patents to provide an attractive incentive for 
engineers to demonstrate their creative ability and to provide tangible recognition 
thereof. We also obtain patents to demonstrate the company’s capacity for 
creative engineering, exercise of inventive ingenuity, and ability to advance 
the state of the art. Lastly, we apply for patents in order to provide a further 
incentive to our inventors through the payment of a share of royalties derived 
therefrom under our patent incentive plan. We do not obtain patents for the 
purpose of monopolizing areas of technology and to obtain a corner on a defined 
product line. 

Martin is a prime contractor for the Air Force, Army, Navy, Atomic Energy 
Commission, and NASA under research and development contracts. These 
procurement agencies have widely divergent practices with respect to patents 
and proprietary data. So far, we have been able to live with them all. How- 
ever, we have certain recommendations to make with regard to improvement of 
this situation which will be discussed at the end of this statement. 

We, of course, by our prime contracts are obligated to pass on to our subcon- 
tractors certain contractual obligations with respect to patents, proprietary 
data, and reproduction rights. We have experienced only very isolated difti- 
culties in obtaining our subcontractors’ consent to incorporating such clauses in 
our subcontracts and we have had no case of any subcontractor refusing to accept 
these clauses. 

We make every reasonable effort to protect our subcontractors’ proprietary 
rights. We scrupulously avoid “pirating” and “bleeding” of our vendors’ engi- 
neering know-how and design ingenuity. Our reasons for doing this are simple. 
Our business is selling creative engineering and its embodiment in our defense. 
To plagiarize the creative efforts of others would be practicing intellectual 
dishonesty. No company, whose business is creative engineering, tainted 
with the stigma of such practices could hope to remain in business very long. 
We also make every effort to avoid dilution of our potential subcontractors’ 
proprietary rights by allowing their proprietary information to get into the 
possession of their competitors. The following extract from our procurement 
manual used by all our buyers reflects our company policy and procedures to 
insure that this be accomplished : 

“1. Treat any property right or intangible right of others with the same regard 
as the company expects others to treat its property right. 

“2. Do not make prints or drawings of one vendor available to another vendor 
as a “favor” (because they will expect the same treatment of their property and 
the buyer will lose the vendor’s respect for the company ). 

“3. Do not make prints and drawings of one vendor available to another for 
the purpose of securing bids for any company purpose, or for the purposes of 
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establishing a second source. Where proprietary rights are concerned, the 
problem of second sources should be discussed with the contracting officer 
(through the procurement contracts administrator) and the question of second 
sources will be worked out by the Government. 

“4. Do not ‘hint at’ or disclose the fact that any vendor is working on any 
new product or along a new design, if there is any reason to believe that the 
first vendor’s right may be injured. Resolve doubt in favor of refusing any 
confidential disclosure of drawings and data. However, if they are necessary 
in company business, then they should be marked and so treated within the 
company. It is common practice for one vendor to try to find out through buyers 
what the competition is doing. Buyers will gain the respect of vendors if such 
information cannot be obtained from them. A buyer will be in a much better 
position if he will listen to what potential vendors propose. It is not good 
technique to try for a better bargain by talking even in general terms about 
what the competition may or will do. The buyer may inadvertently guess very 
closely, and at some subsequent time be accused of having divulged information 
obtained from other vendors. 

“5, If it is established that a vendor is the owner or licensee of patent rights 
in inventions required in equipment, then every effort should be made to buy 
from him. You will probably get better value because of the background or 
know-how that the vendor will have. The price may not be the lowest because 
the patent owner or licensee will want to retire some of his capital investment 
in the research and/or development, but such vendor will be more reliable source, 
and the company’s requirement will be fulfilled without interference with de- 
liveries by patent owners.” 

In conclusion, we would like to make a recommendation in view of our experi- 
ence under Government research and development contracts. As previously 
stated, contract requirements concerning proprietary rights, patent rights, and 
reproduction rights vary markedly between the various procurement agencies. 
We realize there are divergent views in such held by the various procurement 
agencies with which we do business and that in the cases of the AEC and 
NASA, they are bound by statutory enactments. 

We also do not care to become involved in any intragovernmental disagree- 
ments as to these matters. However, we do wish to recommend a policy of 
uniformity in such matters. The present situation favors inventors who work 
under contracts whereby the contractor keeps title over inventors working under 
contracts with agencies that require title to be conveyed to the Government. 
This is depressing to morale and stifles the urge to invent by making some 
inventors a second class of inventors not having the benefits of our patent 
system. We would prefer to see the policies of the Department of Defense 
uniformly adopted throughout the Government. We believe that these policies 
that permit the contractor to retain title to inventions made under contracts 
are best both for the inventor and for the contractor. This system provides 
the strongest incentive to invent by providing recognition by and within the 
company for whom an inventor works through the obtaining of company-held 
patents. We are always impressed by the creative “flash or genius” evidenced 
by patentable inventions made by our employees, and we feel it is our duty to 
give our employees internal company recognition for their important contribu- 
tions to the company, and to the Government by ourselves obtaining patents 
evidencing their inventive creations. Such personal attention produces an 
atmosphere of creativity which we believe will insure the success of research 
and development work undertaken for the Government. 

We are pleased to have had this opportunity to submit our statement on these 
subjects and hope they will be of assistance to your subcommittee. 

Very truly yours, 
THE MARTIN Co., 
B. G. WEIL, 
Patent Counsel. 





APPENDIX III 


PREPARED STATEMENT OF W. BigELOw HALL, PRESIDENT, THE BosToN PATENT LAW 
ASSOCIATION, BosToN, MASS. 


The Boston Patent Law Association has been informed by the National Council 
of Patent Law Associations that the Senate Select Committee on Small Business 
is planning to hold public hearings on December 8 and 9 of this year to find out 
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if Government patent policies are hurting smaller companies. While this 
association would have preferred to have a representative appear in person 
before the committee to present its views, we understand that all the time has 
already been allocated to witnesses. In lieu of an actual appearance before the 
committee, the association presents this statement. 

At the present time the contracting agencies of the Government are following 
conflicting policies with respect to inventions developed under research and 
development contracts. The Department of Defense requires as a minimum 
only a royalty-free nonexclusive license; commercial patent rights are left with 
the contractor if he wants them. This policy has been in operation for over 10 
years. No enabling legislation for this policy is provided by the Armed Serviceg 
Procurement Act of 1948. The National Aeronautics and Space Act, on the other 
hand, specifies that title to all inventions made under similar circumstances shall 
be in the Government; except that the Space Administration may permit the 
contractor to retain certain rights under certain specified conditions. 

It is the experience of the members of this association that the policy of the 
Department of Defense is definitely helpful to the many small research based 
industries in this area in competing commercially with larger firms. It is also 
our experience and opinion that the policy enunciated by the Space Act will 
be extremely detrimental to the competitive position of the small businesses in 
our area. Because of this conviction, this association has gone on record that 
the provisions of the Space Act requiring this policy should be changed to permit 
the National Aeronautics and Space Administration to adopt policies similar 
to those of the Department of Defense. A representative of this association is 
to appear at the hearings scheduled to begin on December 3 on this subject 
before the House Committee on Science and Astronautics to urge the association's 
position. 

The Boston Patent Law Association is in a unique position to provide this 
committee with information with regard to the operation of Government patent 
policies. It is an association of approximately 190 members, these members 
representing the many small technically oriented companies which have grown 
up in this region since World War II. Many of these companies were originally 
based on research and development effort carried on with Government funds, 
The effect on these companies of retention or nonretention of commercial rights 
to patentable invention made in the course of this research and development 
work is clearly apparent to the members of our association. 

If the contractor can retain commercial patent rights to an invention, he is 
encouraged to develop and market it for commercial use. Without the umbrella 
of patent protection, further development of a product initially developed for 
the Government may not be undertaken because of the risk that once the 
developer has successfully marketed it, large companies with highly efficient 
production capabilities can copy the product and drive the developer out of 
the market by price competition. Thus, the small reasearch-based companies 
for which New England is famous are aided in their competitive efforts by the 
Department of Defense policy. They are encouraged to risk their own funds 
to make the benefits of Government research available to the public at large. The 
policy of the Space Act definitely discourages this activity. When the Govern- 
ment takes title to an invention the patent rights are effectively dedicated to 
the public. Without patent protection, there is little desire on the part of small 
companies to engage in a commercial development and marketing program. 

It has been suggested that the Department of Defense policy should be changed, 
since a large portion of Department of Defense research contracting is concen- 
trated in a small number of large companies.’ It is reasoned that the commercial 
patent rights accruing from this research will also be concentrated in the large 
companies doing the research and that this concentration of economic power 
is undesirable because it eliminates free competition. 

The fallacy in this argument is that large companies do not generally depend 
upon a patent position for market leadership. Thoughtful commentators on 
the patent system have long recognized this. For example in Kottke, “Electrical 
Invention and the Public Interest,” 1944, the author states at page 59: 

“In general, the leading concerns have more to gain and less to lose by a repeal 
of the patent law than have smaller competitors. On the one hand, they are 
exceedingly vulnerable to suits for infringement, and for purely defensive 
purposes they must go to considerable expense to patent every aspect of each 





1 Attorney General's report of Nov. 9, 1956, pursuant to sec. 708(e) of the Defense 
Production Act of 1950. 
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innovation. On the other hand, they are far less dependent on patents for a 
sheltered market in which to recoup research and engineering expenses and 
such capital losses as may result from changes of technique.” 

We also have at hand an example of an entire industry—electronics—in which 
a substantial portion of all the research and development effort in recent years 
has been sponsored by the Government—and more particularly by the Depart- 
ment of Defense. Has the Department of Defense policy under which the tre- 
mendous expansion of this industry has taken place “* * * rewarded the giants 
of American industry at the expense of their smaller competitors?’ The members 
of this association represent many of the smaller competitors. Our experience 
is that it has not. We find the Fortune magazine agrees with us, 

In its April 1957 issue, Fortune published the first of four articles dealing 
with a survey of the electronics industry. In this article it stated: “* * * there 
is nothing unduly concentrated about an industry in which 95 percent of the 
total business is shared among 108 companies, and in which 19 of these companies 
each do more than $100 million worth electronic business. * * * there is 
almost limitless opportunity for scientist-engineers with entrepreneurial instincts 
to set up small businesses to exploit their inventions.” At another point the 
survey states: 

“A common hazard in electronics is that even when a market has shaken 
down * * * new technology comes along and again upsets it. * * * The com- 
pensating factor, so far as the general state of competition is concerned, is 
that the new technology can be the avenue by which new firms enter electronics.” 

Thus, it is apparent that in the one industry in which Government sponsored 
research has played its greatest role, the Department of Defense policy has re- 
sulted in substantial assistance to new small conrpanies entering the field. Our 
association seriously questions whether Fortune could have made the quoted 
statements had the Department of Defense patent policy been that specified in 
section 305 of the Space Act. 





SUMMARY 


The Boston Patent Law Association finds on the basis of the experience of 
its members that a Government patent policy of the Department of Defense 
type is definitely of major assistance to small businesses, and does not reward 
the larger corporations at the expense of the smaller. On the other hand it is 
anticipated that the Space Act policy, unless changed, will have serious conse- 
quencies to many of the smaller businesses in our area. 

Respectfully submitted. 

30STON PATENT LAW ASSOCIATION, 
By U. BiceLow HALtt, 
President. 


APPENDIX IV 


PREPARED STATEMENT OF A. KELLY, EXECUTIVE VICE PRESIDENT, THE B. F’. GOODRICH 
Co., AKRON, OHIO 
DECEMBER 4, 1959. 
Re Patent rights under research contracts. 
Senator RuSSELL B. Lona, 
Chairman, Senate Small Business Monopoly Subcommittee, 
Washington, D.C. 


My Dear SENATOR Lone: We understand from the newspapers that you have 
invited some people to inform your committee of possible disadvantages of the 
present procedures for placing Government research contracts. No doubt you 
are obtaining the views of the Department of Defense and other agencies which 
place such contracts, as well as the views of other congressional committees 
dealing with placement of such contracts. In addition, consideration should of 
course be given to the experiences of business concerns which actually operate 
under Government research contracts, and it is from this viewpoint that we 
are writing to you. 

There are several aspects of this general subject that need to be considered. 
First, efficient and effective use of Government funds. Second, incentives for 
acceptance of research contracts and for accomplishment of the desired results. 
Third, fair allocation of patent rights. Fourth, availability of technical 
information. 
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Efficient use of funds obviously requires that research be conducted by those 
who can produce results, do it quickly, and at reasonable cost. There are many 
research projects which can be performed by small businesses or even by indi- 
viduals, if they can learn what is desired and can convince the procurement 
officers of their responsibility and competence. If your committee can assist 
in this, without increasing the cost to the Government, it will be an important 
advance. 

Incentives must exist, else qualified concerns will not accept research contracts 
at all. Manufacturers must rely on manufacture of products in large volume 
for the major part of their profits. Unless a manufacturer can be sure of having 
the unlimited right to manufacture a patentable invention arising from his own 
research, he will be very reluctant to undertake the research at all, and will 
not have the incentive to do the best possible work. 

Patent rights arising from research contracts can be dealt with in several 
ways. One is to have the sponsor who pays for the research own the results 
including the patents. This is normal for research conducted by engineering 
firms (and is required by the very controversial sec. 305 of the new Space Act) 
but is not satisfactory for a manufacturer, as was explained in the preceding 
paragraph, for the more inventions the manufacturer makes, the more things he 
would be unable to manufacture. Another way will be for the sponsor to own 
the patents and for the research contractor to have operating rights—a free li- 
cense. Or the sponsor may take a free license and allow the research contractor 
to keep the remaining rights (which is the practice of the Department of De- 
fense under sec. 9 of Armed Services Procuremnt Regulations). The latter 
procedure was adopted after extensive trials of other procedures because ex- 
perience showed that it permittted the Government to achieve its research ob- 
jectives most rapidly and efficiently. It does not discriminate against other con- 
cerns in placement of Government manufacturing contracts, since the Government 
has the right to buy and normally does buy from the cheapest source. It gives 
the research contractor a substantial advantage only as to manufacture of Com- 
mercial (nonmilitary) products, to which most Government research contracts 
are not directed. In fields other than the military, the National Science Founda- 
tion act (42 U.S.C. 1871) requires that the research contract contain provisions 
to protect the public interest and the equities of the contractor, and the practice 
of the Foundation under this provision seems to be generally sound. 

Technical information or know-how arising from research contracts is nor- 
mally required to be submitted in the form of complete reports including working 
drawings and instructions from manufacture, and will be in the hands of pro- 
curement officers for delivery to other suppliers who might wish to make a par- 
ticular product for the Government. In addition, in contracts for work on ex- 
tensive projects, it is frequently required that each research contractor deliver 
copies of all reports not only to the Government agencies but also to all other 
contractors involved in any part of the project, so that the information result- 
ing from the research is actually disseminated very quickly and extensively. 
Moreover, complete descriptions of all patented inventions are published when 
the patents are granted. An important limitation on distribution of information 
is secrecy of many military projects, and your committee may be able to assist 
in simplification of the duplication and excessive complexity which exists in the 
laws and rules administered by various different organizations such as the De- 
partment of Defense (sometmes several different branches at once), the Patent 
Office, and the Department of State in dealing with information on the same 
subject. 

The major problems in this field seem to be administrative rather than legis- 
lative. The principal exception seems to be the hastily adopted section 305 of 
the Space Act, which is a serious deterrent to conduct of research for the Space 
Administration by either small business or large business, because it deprives 
the contractor of assurance that he can use his own inventions and establishes 
what could be a complete Government monopoly not only as to space travel but 
also as to ordinary airplane transportation. A revision of this section is being 
studied by the House of Representatives Committee on Science and Astronautics 
at this very time and should also be considered by the Senate. 

Sincerely yours, 


A. KELLY. 
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APPENDIX V 


PREPARED STATEMENT OF HENRY H. WEBB, PRESIDENT, AMERICAN PATENT 
LAW ASSOCIATION, WASHINGTON, D.C. 


DECEMBER 14, 1959. 
Hon. RUSSELL B. Lone, 
Chairman, Senate Small Business-Monopoly Subcommittee, 
Senate Office Building, Washington, D.C. 


DeaR Srr: The American Patent Law Association is a national organization of 
lawyers having about 2,300 members scattered throughout the country and whose 
primary interests are in patent, trademark and copyright matters. We received 
notice of your hearings on December 8 and 9 and arrangements were made for a 
member of our board of managers to attend those hearings as an observer. We 
were advised that it would not be possible for us to have a witness appear at the 
hearings and testify and that only written statements could be submitted because 
the time allotted for the hearings had been fully allocated to various witnesses. 
We are, therefore, submitting this brief statement for your consideration. 

The stated purpose of the hearings was to consider Government patent policies 
and their effects on small business. You are to be commended for giving con- 
sideration to this problem. The patent policy of the Government, in view of the 
tremendously expanded research and development activities of the Government, 
is especially important from the standpoint of small business; but one of the 
problems which you have doubtless encountered in your studies is a determi- 
nation of just what our Government’s policy is in respect of patents. There is 
no uniformity in this policy either as regards inventions made by Government 
employees or inventions made under Government contracts. That policy varies 
from department to department and from the unrealistic, stringent provisions 
of the Atomic Energy Act to the more realistic Department of Defense regulations 
and the indefinite provisions of the National Science Foundation Act. Recently, 
we have had a new policy declared by the National Aeronautics and Space Act 
which introduces into new and extremely broad areas of technology a patent 
policy requiring vesting in the Government title to inventions made under Govy- 
ernment contracts. Therefore, the impact of each of the varying policies on 
small business should be considered. As a result of these wide variances and 
particularly as a result of the strong criticism of section 305 of the National 
Aeronautics and Space Act, there have been indications of an interest in legis- 
lating a more uniform Government patent policy. The framing of such a policy 
in terms which will clearly serve the best interests of the public, and especially 
small business, will require a high degree of understanding within Congress 
of the true function of patents in our dynamic economy. This makes it urgent 
that all relevant knowledge be made available to those legislators who will be 
involved in this policy determining effort. 

In recognition of this need, the National Council of Patent Law Associations 
comprising the representatives of 27 regional associations from all parts of the 
country has created a special committee to study Federal Government policies 
with respect to inventions and patents and to disseminate its findings to all in- 
terested persons, including those in the legislative and executive branches of the 
Government. This committee has been designated as the Government Patent 
Policy Study Committee. It is not confined to members of the bar but includes 
representatives of industry and Government. It is the plan of this committee 
to systematically survey the different patent policies of the various agencies of 
the Government, to evaluate by case histories the actual impact of these policies 
upon the American economy, and to attempt to develop practical criteria by 
which existing and proposed Federal Government patent policies may be soundly 
appraised both in Congress and in the executive branch. This study committee 
was created only recently and its work has just been undertaken. It is hoped 
that this study will supply to committees, such as yours, factual data upon which 
they can predicate conclusions in the area in question. 

In view of the widely varying policies of the different agencies and branches 
of the Government, it is impossible to consider them in detail. However, it may 
be said that there are two fundamental policies involved. Under the first, the 
Government takes title to the inventions made by its employees or by others 
under contact with the Government. Under the second, title to inventions is 
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allowed to go to the Government employee or to the contractor subject to a 
nonexclusive license in the Government for Government purposes. 

It is our firm belief that the public interest will be best served and the consti- 
tutional purposes of the patent system best achieved by the vesting of title to 
inventions made by Government employees, including those carrying out Govy- 
ernment research programs, and inventions made under Government-financed 
research and development contracts in private ownership (as distinguished from 
Government ownership) subject to a nonexclusive, royalty-free license in the 
Government for Government purposes rather than by vesting title and control 
of such inventions and patents issued thereon in the Federal Government. This 
policy, of course, is best from the standpoint of the Government because the 
Government interest and the public interest are one and the same. It is also 
the best policy from the standpoint of the inventors and patent owners irrespec- 
tive of whether the inventor or patent owner is an employee of the Government 
or is one who has undertaken Government research on a contract basis. The 
incentive to invent and the incentive to invest in new developments will be 
furthered by this policy and stifled by any other policy. 

The converse of the policy just mentioned, namely, Government ownership of 
patents on inventions made by Government employees and Government owner- 
ship of inventions and patents flowing from Government-sponsored research by 
industry, serves no useful purpose and is basically unsound. The proposition 
that the U.S. Government through its Patent Office can issue to itself a patent 
giving it the right to exclude the public generally from practicing a patented 
invention flowing from expenditures of taxpayers’ money is basically unsound. 
To our knowledge, the U.S. Government has never sought to enforce the exclu- 
sive rights under any Government-owned patent. Looking at the matter realis- 
tically, Government-owned patents are completely removed from the operation 
of the patent system. Requiring Government employees to assign their inven- 
tions to the Government can only serve to drive these underpaid public servants 
from Government research into private research at salaries several times what 
they can earn in Government work. We are certain that a survey would dem- 
onstrate the soundness of this view and that if ample time were available, many 
ease histories could be laid before you involving the Government’s loss of many 
highly talented persons because they were unwilling to go on at low salaries and 
no extra compensation in the form of royalties or otherwise for inventions made 
by them. Requiring Government contractors to assign patents and inventions 
to the Government cannot benefit the public interest and will serve to rob such 
contractors of some of the incentive to invent and certainly some of the incentive 
to invest in projects designed to make available to the general public some of 
the fruits of their efforts in connection with such inventions. No Government 
contracts of the type in question of which we are aware provide for extra com- 
pensation for the making of inventions (which can only result from efforts above 
and beyond the skill of the artisan) in the performance of the contract. It is 
only right and proper that this should be done; and it can be done best and at 
the least cost to the Government by having the contractor retain title to such 
inventions, subject, of course, to a license to the Government. 

It has been demonstrated repeatedly that small businesses have been founded 
upon and were dependent upon the protection afforded by the patent system. 
Hence, the only conclusion which can be reached is that the policy of vesting 
patents and inventions in the Government is more harmful to the individual 
inventor and the small business than to the larger businesses. It is harmful 
to both small and large businesses but the small ones suffer most from this 
untenable policy. It has been asserted that the three basic values of patent 
ownership by the Government, from the Government’s standpoint, are (a) the 
immunity value, (6) the pecuniary value, and (c) the exclusionary value. 
These alleged values are wholly illusory. The so-called immunity value means 
nothing because it is of no greater value than the nonexclusive, royalty-free 
license the Government gets. The pecuniary value is likewise of no consequence 
because any offer from the Government of licenses or sales to others will have 
no takers until such time as the Government should decide to enforce patents 
by suits against infringers. This has never been done. The so-called exclu- 
sionary value is directly related to actual exercise of the right of exclusion 
which the Government has never attempted to exercise and probably never will 
and most certainly never should. 

The thought has been expressed that the Government should take title to 
patents and then dedicate them. Any such practice would involve the foolhardy 
situation of the Government, through its Patent Office, granting a patent to itself, 
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and then turning around and dedicating it to those constituting the Government, 
namely, the public. Moreover, any such suggestion strikes at the heart of the 
patent system and the constitutional provisions under which it has been estab- 
lished and the long and well-recognized history demonstrating the tremendous 
value of that system to the growth of the economy of this country. 

We wish to express our appreciation of the opportunity to present our views 
in this communication. 

Very truly yours, 
WILLIAM H. WEss, President. 





APPENDIx VI 


LetTeR FROM REYNOLD BENNETT, EXECUTIVE PATENTS COMMITTEE, NATIONAL 
ASSOCIATION OF MANUFACTURERS OF THE UNITED STATES OF AMERICA, NEw YORK, 
a... 

DECEMBER 7, 1959. 

Hon. Russe_t B. Lona, 

Senate Office Building, 

Washington, D.C. 

DEAR SENATOR LONG: This is with reference to the Senate Small Business- 
Monopoly Subcommittee hearings December 8-9, relating to patent rights under 
Government research and development contracts. Because of the magnitude of 
the subject involved, it is hoped that no conclusion will be reached on isolated 
instances, and without a full and comprehensive inquiry into the many aspects 
of the matter. 

It should be noted that the National Association of Manufacturers consists of 
some 20,000 members of which 838 percent have less than 500 employees, and 28 
percent have less than 50 employees. Moreover, our policies in relation to the 
subject at hand have the unanimous approval of NAM’s entire patents committee. 

At this time, we note particularly that the normal patent laws are essential 
to industrial incentives and the greatest progress in the useful arts. The 
limitation of patent rights under Government research and development contracts 
would operate to discriminate against the public interest and especially against 
small businesses. 

To point out briefly one aspect of the entire matter, smaller companies are 
normally more heavily dependent for existence upon a single important patent 
right than are their larger competitors. To illustrate this, it might be noted 
that if a reasearch and development contract is awarded to one of the large 
companies (e.g., in the computer field) the ownership of any resulting patent 
would be of minor significance in relation to-the body of patents already owned by 
such acompany. If it is awarded to a very small contractor, on the other hand, 
the ownership of the resulting patents and the opportunity to engage in commer- 
cial exploitation thereof are likely to be of primary importance to such a company. 
Considering the prospect of eventual commercial development of related products, 
the small company, if awarded the development contract may eventually be 
enabled to use the commercial rights in the resulting inventions to overcome, 
wholly or partly, the patent advantage held by large companies with their great 
numbers of background patents. 

We would appreciate having this letter entered into the record of your hearings 
and would be pleased to discuss this matter more fully with your subcommittee 
at your early convenience. 

Yours respectfully, 
REYNOLD BENNETT, 
Executive Patents Committee. 





APPENDIX VII 


LetTer From J. P. Perry, PRESIDENT, EASTERN RotorcraFrr Corp., DoYLESTOWN, 
Pa., WITH ACCOMPANYING STATEMENT FOR THE RECORD 


DECEMBER 18, 1959. 
Senator Hueu Scorr, 
Senate Office Building, 
Washington, D.C. 


DEAR SENATOR Scott: This is to acknowledge and thank you for your letter of 
December 10 regarding my interest in the study being conducted by the 
Monopoly Subcommittee of the Senate Small Business Committee. 
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In accordance with your suggestion that I submit a statement for presentation 
to this committee, I am forwarding, herewith, an expression of my views together 
with a somewhat generalized review of this concerns experiences in this field. I 
have refrained from providing specific cases since I feel that quite possibly this 
subject matter perhaps more properly belongs in a field other than that now 
being handled by this subcommittee. I note from your letter that you also 
are inclined to share this view. 

As you will no doubt appreciate, I have discussed this matter at some length 
with Congressman Curtin; and I am taking this opportunity to supply you with 
a copy of a recent letter to him dealing with specific cases. Quite possibly this 
information will be of interest to you in your study of this matter. 

I understand that the Strategic Industries Association has or will introduce 
into the next Congress certain leigslative recommendations ot help correct cur- 
rent patent law practices in military contracts. Briefly they will consist of 
the following: 

1. That section 305 of the Space Act of 1958 be withdrawn and substitute, 
with minor modification, the language of section 9, ASPR. 

2. That all acts of Congress containing restrictive patent clauses in conflict 
with article 1, section 8 of the Constitution be similarly amended. 

3. That Congress, by formal legislative action, reaffirm the constitutional 
guarantee of the citizen’s exclusive right for a limited time to the fruits of 
his inventions and discoveries. 

I believe on the basis of our experience in this field that the foregoing recom- 
mendations would provide substantial correction to this matter as such effects 
this concern. 

I would like to take this occasion to acknowledge the helpfulness and interest 
shown by your Mrs. Guyon in connection with my attendance at these hearings. 

Sincerely yours, 
J.P. Perry, President. 


PREPARED STATEMENT OF J. P. PERRY, PRESIDENT, EASTERN ROTORCRAFT Corp., 
DOYLESTOWN, Pa. 


To the Chairman and Members of the Monopoly Subcommittee of the Senate 
Small Business Committee: 


I appreciate the opportunity to submit to your committee a statement reflect- 
ing the experiences and the views of this concern in connection with various 
phases of the current study of Federal patent policies. 

Eastern Rotorcraft Corp., Doylestown, Pa., which I represent as president, 
was founded in 1947 and is a small business activity. This concern has an 
average annual employment of 100 persons and average annual sales of 
$1,500,000. A major portion of its current sales is to the Department of 
Defense. 

This company’s present product line consists principally of mechanical or 
electromechanical equipment for use in accomplishing the following tasks: 

(a) Securing airborne cargo. 

(bv) Securing aircraft to aircraft carrier decks. 

(c) Transporting external cargo by helicopter. 

(d@) Adjusting and retaining guy wire members in portable antennae 
systems. 

While this concern has from time to time sought and obtained Government- 
sponsored research and development programs its experience in the processing 
of such contracts has been generally discouraging. On some occasions the 
cost of preparing and submitting proposals has been nearly as great as the 
cost of actually developing the end-item called for by the contract. In addi- 
tion, the details associated with proposal submittal, proposal evaluation and 
contract award have often been as great as the time required to actually 
develop the hardware in question. A further deterrent, with regard to Gov- 
ernment-sponsored R. & D. programs, is that under the contract terms the 
contractor is obligated to develop a design bearing a close relationship to 
that outlined in his proposal. As is often the case during the course of develop- 
ment, new and improved solutions are generated, which are so superior as 
to suggest abandoning the approach set forth in the contract. Attempts to 
revise the contract so as to have it read on the new concept are not easily 
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accomplished ; and accordingly the contractors is discouraged from introducing 
the improved solution. Under the conditions of a company-sponsored program 
the old solution would be quickly abandoned in favor of the new design with 
corresponding savings in time and energy. 

In our field of endeavor, and from our observation we feel it likely to be 
the case in other fields, a new patented item merely represents a new and 
superior way of doing an old job; or a way of doing a new job which heretofore 
could not be accomplished with existing equipment. We do not, in all honesty, 
believe that other solutions do not exist to those jobs which are accomplished 
by our patented equipment. Indeed, we know of no instance in which if someone 
else had a patent on one of our devices, we could not design an equally 
effective piece of hardware without infringing on his patents. In furtherance 
of this reasoning, we believe it unfair and unrealistic to necessarily hold the 
position that a patent automatically creates a monopoly of any significant 
consequence. 

It has been our experience and observation that patents held by large business 
have in no way adversely affected the progress and operation of this concern; 
and we are inclined to believe that commanding patent positions on the part 
of large business do not necessarily as such have an adverse effect on small 
business. We do, however, feel strongly that patents can and should provide 
a degree of protection and encouragement necessary for the growth of creative 
small business. Our society traditionally has looked to this segment of small 
business for leadership in the development of many of its new products and 
industries. Competition to creative small business comes not from large busi- 
ness but from other small businesses who have neither the ability nor the 
desire to introduce new and necessary improvements. 

Under the circumstances presently existing, the developer concerns are at the 
mercy of all other concerns in connection with Department of Defense procure- 
ment. This is especially true if the developer concerns have relatively large 
and aggressive product development programs since they cannot possibly hope 
to match the production costs of those companies not having a similar develop- 
ment cost burden. As your committee no doubt knows, in the event of infringe- 
ment in connection with a Department of Defense procurement, the patent 
holder’s only legal recourse under statute (title 28 U.S.C., sec. 1498) is against 
the Government in the Court of Claims. This situation, therefore, prevents 
a leveling of any cease and desist action against the infringer; and results 
accordingly in forcing the patent holder into the normally unrewarding pro- 
gram of litigation against the Government. In the case especially of the smaller 
concerns such litigation requires time and energies which might better be 
spent on its continuing creative programs. 

The circumstances noted above are not hypothetical since several of the 
products designed and patented by this concern with its own funds are presently 
being manufactured by others in such exact form as to appear to have been 
made by the patent holder. Efforts to obtain relief from these damages have 
not to date been successful. The attitude on the part of the infringer has 
often been one of blatant disregard of the patent holder’s position since he 
well nows that the patent holder’s only legal recourse is against the 
Government. 

In summary, therefore, this organization does not believe that the monopoly 
supposedly created by the placement of extensive research and development 
contracts with large business is as great as has been visualized, nor does it 
have an aggregate adverse effect on small business as has been indicated by 
the Attorney General. Further, in this regard, it is believed that the creative 
portion of small business has been and continues to be adversely effected by 
Federal patent policy, particularly as such policy applies in the field of Gov- 
ernment procurement. It is believed that if favorable circumstances were cre- 
ated by the Government that small business would develop with its own funds 
a virtual flood of new and improved materiel, beneficial not only to our military 
effort but also to our society as a whole; and this unquestionably desirable 
segment of small business asks for no special privileges—only fair treatment 
and encouragement. 
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APPENDIx VIII 


PREPARED STATEMENT OF Ropert A. BICKS, ACTING ASSISTANT ATTORNEY 
GENERAL, ANTITRUST DIVISION, DEPARTMENT OF JUSTICE 


DECEMBER 7, 1959. 
Hon. Russett B. Lone, 
Chairman, Subcommittee on Monopoly, 
Senate Small Business Committee, 
U.S. Senate, Washington, D.C. 


My Dear SENATOR Lone: I am happy to transmit in accordance with your 
request of November 18, 1959, the views of the Department on Government pol- 
icy as to rights in patents resulting from Government research and develop- 
ment contracts. 

First, a necessary preliminary is definition of antitrust concern with the 
problem. Second, the development of the problems of Government research 
policy is briefly sketched. Third, some general observations are presented. 


I 


Industrial research, and the patents which flow from it may affect com- 
petition. The patent system, with emphasis on commercialization of the new 
commodity, the new technology or the new source of supply, seeks constantly 
to renew competition to established products and producers. Concomitantly, 
active competition in industry provides the best climate for industrial research, 
as companies strive against each other to bring new products from the labora- 
tory to the production line. And so long as a company exploits its patents 
consistent with the terms of the patent grant, without abuse for anticompeti- 
tive purpose, antitrust and patent policy do not cross. 

Patent abuse or misuse as part of an anticompetitive arrangement, however, 
will invoke antitrust. Particularly prejudicial to competition is domination 
of related fields of research by a few large companies, for the conscious en- 
grossment of all vital patents covering an industry field by one or a few 
companies may stifle competition. 

In the 18 years since the first modern antitrust judgment containing patent 
relief was entered in 1941,’ almost 1 of every 3 judgments have included pro- 
visions requiring compulsory licensing or dedication of patents. Included are 
not only cases of simple patent abuse involving one or two patents, but those 
where aggregations of patents dominate an entire industry. 

Antitrust enforcement tools, carefully used, can remedy anticompetitive patent 
abuse, as other antitrust violations. For example, since the Eastman Kodak 
judgment *, giving access to color film processing patents, more than 50 companies 
now compete for the color processing previously done by one. Manufacture of 
concrete blockmaking machinery, controlled by Besser Manufacturing Co. before 
1949, is now shared by more than a dozen companies after an antitrust decree* 
opened up Besser’s patents. The glass fiber products industry, the domain of 
Owens-Corning Fiberglas Corp. before an antitrust judgment compelled licensing 
under some 260 patents, has now some 72 licensees in the business. And the 
amassment of patents, inventions, and know-how on electronic and mechanical 
data processing equipment by IBM, alleged in the 1952 antitrust complaint,’ re- 
quired compulsory license provisions in the 1956 decree; and the resulting com- 
petition by many licensees has aided the rapid growth of this modern industry. 

In line with this objective and consistent with antitrust goals, Government’s 
influence in advanced research should be shaped to promote free enterprise 
competition. 

II 


Industrial research as an organized activity is relatively recent to American in- 
dustry. General Electric first instituted industrial research as a regular and 
independent activity in 1900. Government’s role in industrial research is even 
more recent, assuming significant proportions just before World War II. 





1 United States v. Kearney and Trecker, Civil 3337 (N.D. Ill. CCH Trade Cases 1940- 
1943), p. 571. 

2 United States v. Eastman Kodak Co., Civil 6450 (W.D.N.Y.). 

3 United States v. Besser Manufacturing Co., 96 F. Supp. 304 (E.D. Mich. 1951) ; affd. 
343 U.S. 444 (1952), : 5 s : 

4 United States v. International Business Machines Corporation, Civil 72-344 (S.D.N.Y.). 
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By about 1938, the annual cost of our country’s industrial research was ap- 
proximately $300 million. By 1941, it had doubled, and since World War II has 
had a mushroom growth. In 1956, total expenditures for industrial research and 
eee tiling in 108A. the considerable sum of $6.1 billion, reported as increasing 

Future growth, too, promises to be rapid. According to a recent survey,’ in- 
dustry was increasing its research and development expenditures for 1959 to over 
$9 billion, which represents an increase of 50 percent since 1956, and projects 
spending at the rate of $10.6 billion by 1962. Strikingly, it expected that at least 
10 percent of the 1960 sales volume, for manufacturing as a whole, would be in 
new products not made in 1956. 

Today, with industrial research a deliberate instrument of economic develop- 
ment, industries compete constantly to create new wants, new products to satisfy 
them, and thus new markets apear. Competition in fact begins in the laboratory. 
This kind of competition, called “the new competition” or “the quiet competition 
of the laboratory,” is an effective part of business survival in a competitive world. 
As one business executive said, his company’s experience showed that “every 
dollar spent to develop new products and improve technology earns approximately 
$5 in return.” ~ 

Government’s part in industrial research has become major. Although, ac- 
cording to a recent estimate of the National Science Foundation, 72 percent of 
scientific research is actually performed by industry, Government pays more than 
half of its cost. A share of industry’s work for Government, too, depends upon 
information as to technical matters in Government's hands, much of which 
security requires to be classified against access by industry generally. Thus, the 
policies of Government in distributing research work and the patents which flow 
from it are especially significant. 

Advantages accruing to any company performing Government research are 
numerous. First, it gets a fee for the job. Beyond that, it gains know-how 
in new products developments, or in the use of new raw materials and processes 
to manufacture existing products. It may also gain knowledge in new uses of 
existing products of competitive significance. 

The company performing research may further benefit from resulting patents, 
by obtaining a legal monopoly over the subject of its invention—the power to 
exclude others from the field. Moreover, companies able to have important 
technical research programs financed for them can attract scientists and engi- 
neers, providing a staff for the future. During nationwide shortage of the 
scientifically trained, this is a substantial advantage. Finally, Government 
work may give access to Vital restricted data, not available generally for sound 
security reasons. 

Relevant Government agency patent policies vary widely. The agencies of 
Department of Defense, with wide discretionary authority, normally take only 
a royalty-free nonexclusive license under patents resulting from research it 
finances. Atomic Energy Commission, and the new National Aeronautics and 
Space Administration, on the other hand, are governed by statutes requiring 
in the main that inventions made in the course of their research shall be the 
property of the United States.’ The National Aeronautics and Space Act, wore- 
over, requires effective contract provisions for reporting technical information 
discovered in the course of their performance. The NASA legislation also 
grants the Administrator broad powers for protecting title to patents, for 
establishing conditions on which licenses may be issued, and for waiving the 
rights of the United States upon a determination that the interests of the United 
States will be served thereby. Other agencies follow variations on these basic 
policies. 

Since World War II, agency patent policy has been the subject of two studies 
by the Department. In 1947, the then Attorney General urged full Government 
ownership of all patents resulting from Government contracts.” In summary, 
that report urged this policy, with few exceptions, as being in the public interest 
to assure free availability of the technology to all American industry, not just 





5 MeGraw-Hill Publishing Co., 12th Annual Survey on Business’ Plans for New Plants 
and Equipment (1959), p. 13. 5 

¢ MW Boyer, director, Standard Oil Co. of New Jersey, quoted in Oil and Gas Journal, 
Nov. 16, 1959, p. 131. 

, Atomic Saerey Act of 1946, as amended, 68 Stat. 944 (1954), 42 U.S.C. § 2182 (1958) ; 
National Aeronautics and Space Act of 1958, § 305, 72 Stat. 435 (1958). : 

81 Atty. Gen, Rep. 87-88 (Investigation of Government Patent Practices and Policies) 
(1947). 
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the immediate contractor; to avoid undue concentration of patents in the hands 
of a few large corporations; and to prevent possible suppression of inventions 
paid for by the public. 

In November 1956, a report of the Attorney General under the Defense 
Production Act considered this recommendation and the opposing views of 
the National Patents Planning Commission.’ That Commission, with the War 
and Navy Departments and the Office of Scientific Research and Development, 
opposed Government ownership. They feared that such a policy would increase 
the difficulty and expense of obtaining contractors able and qualified to under- 
take urgent defense research and development projects. Many Government 
contractors, it was asserted, felt that Government payment did not cover the 
whole outlay of the ordinary research and development contract, meeting only 
immediate material and labor costs and some overhead, plus a small profit, 
leaving the contractor to furnish his previous investment of time, money, and 
personnel in the particular field of research 

The 1956 report attempted factual analysis of the problem as the prerequisite 
of fair solution. As it noted, however, the complexity and volume of the Gov- 
ernment’s research needs and the urgency of much defense-related research, 
made analysis extremely difficult. It noted lack of data adequate to indicate 
the full scope of the problem, particularly with respect to industry’s reaction 
to the differing policies of the important research agencies. It concluded that 
further careful study of the economic and defense questions presented by the 
agencies directly responsible, was warranted to elicit, if possible, the needed 
data. 

Following that recommendation, the agencies concerned formed a_ study 
group under the Interagency Task Force for Review of Governmental Pro- 
curement Policies and Procedures to make a comprehensive review of Government 
patent policies and problems. The study group, by industry interview and 
questionnaire, has explored many facets of the problem. However, none of the 
approaches used resolved the basic complexities of the matter, or seemed to 
afford the means of achieving adequate factual basis for solution. At this 
juncture, it recommended a pilot study by George Washington University to 
recommend basic techniques for its solution. Pending completion of that pilot 
study and evaluation of results, the study group has not concluded its review or 
submitted findings or recommendations. 


Iil 


Legislative action, we urge, should await completion of this study. For rele- 
vant factors are complex. And resolution of conflicting considerations might 
well be aided by the judgments and experience of the study now underway. 

For example, the unusual complexities involved in the letting of research 
contracts may argue strongly against a detailed and precise legislative solution 
to the problem. Maintenance of a competitive economy is a most important 
objective. But so is defense; and the latter may have overriding necessities in 
particular situations. Such conflicts, then, must be handled carefully, with dis- 
cretionary executive authority ample for flexible action. 

However, Government research contracts with a company most frequently fall 
into the field of that company’s previous work. A fair policy should allow 
account to be taken of previous investment of capital and time by the research 
contractor. A contractor close to reduction to practice of an invention at the 
time of initial Government interest and financial assistance seems quite dif- 
ferently situated than one undertaking an entirely new line of research at Gov- 
ernment insistence. 

Finally, satisfactory solution of the problem must recognize the need for fair- 
ness to the Government research contractor’s competitors and the consuming 
public. Even with exceptions for stringent necessity, basic policy should recog- 
nize the requirements of future competition. Unavoidably, the use of a par- 
ticular contractor for Government work will give him a future advantage in 
know-how. Whether, as a matter of course, he should also be given the right 
to exclude others from that technology, absent special necessities, seems more 
dubious. If research contracts and patent right grants could be equally dis- 
tributed across the whole spectrum of competitors, no antitrust problem would 
be presented. Indeed, the resulting spur to commercialization of new develop- 
ments might well be an aid to vigorous competition. 





an of the Attorney General under the Defense Production Act, Nov. 9, 1956, pp. 
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Indications are, however, that Government research does tend to lodge in 
the hands of a relative few companies with immediate research capabilities and 
large resources. Defense requirements cannot always be held in abeyance 
pending a contractor’s assembling the necessary facilities, even if he demon- 
strates satisfactorily his ability to do so. And, in a recent year, the totals re- 
ported by Defense to the Congress for certain contracts” for experimental, de- 
velopmental or research work correspondingly show a heavy proportion of such 
contracts—over two-thirds—currently held by some 25 companies. While this, 
of course, would include substantially all of the industries manufacturing mili- 
tary aircraft and missiles,“ it also includes major members of other industries. 
This fact cannot be ignored in appraising alternative solutions to the problem of 
patents growing out of Government financed research. 

Sincerely yours, 
RosertT A. BIcCKs, 
Acting Assistant Attorney General, Antitrust Division. 





APPENDIX IX 


PREPARED STATEMENT OF CHARLES W. STEWART, PRESIDENT, MACHINERY AND 
ALLIED Propucts INSTITUTE, WASHINGTON, D.C. 


DECEMBER 29, 1959. 
Hon. RUSSELL LONG, 
Chairman, Subcommittee on Monopoly, Select Committee on Small Business, 
U.S. Senate, Washington, D.C. 


DeaR Mr. CHAIRMAN: We appreciate very much the opportunity to present 
the views of the Machinery and Allied Products Institute and its affiliate organ- 
ization, the Council for Technological Advancement, in connection with current 
subeommittee hearings on the patent policies of Federal departments and 
agencies. 

As you may know, MAPI and CTA represent capital goods and allied product 
industries of the United States. Although the companies which constitute these 
industries are engaged for the most part in commercial—as contrasted to defense 
or other governmental—production, their existence and their progress are so 
thoroughly dependent upon the protection of patent rights and related proprie- 
tary technical information that they have a deep and continuing interest in 
the matters now under review by your subcommittee. To put it differently, 
capital goods and allied product industries might properly be called engineering 
industries, and the continuing excellence of their products is in large measure 
attributable to the opportunities offered and the security of investment guaran- 
teed by the American patent system. 

Your statement of December 8, 1959, identifies three questions to which the 
subcommittee is giving major attention currently. In order that our statement 
may be responsive to the purpose of the inquiry and because we think each of 
the questions posed deserves the attention now being given it, we repeat those 
questions in paraphrase: 

1. Has the granting of patent rights to individual firms for discoveries which 
result from or are related to Government research and development contracts 
tended toward increasing economic concentration ? 

2. Is newly acquired technological information developed at Government ex- 
pense and not of a classified nature diffused promptly and fully throughout our 
society ? 

3. Is the U.S. Government getting all it pays for from its research and devel- 
opment dollar? This issue includes two related questions, namely: Is the Gov- 
ernment giving away more than it should in the granting of its research and 
development contracts, and is it possible to recover part, or perhaps all, of the 
Government’s expenditures on research and development ? 

We agree, of course, with your conclusion that the magnitude of Federal 
moneys spent in this field makes it appropriate that the Congress should examine 
these questions most carefully. Before considering these questions directly, we 





Those negotiated under the authority of sec. 2304(a)(11) of the Armed Services 
Procurement Act. 10 U.S.C. 2301(a) (11). 


ane of the Attorney General under the Defense Production Act, No. 9, 1959, pp. 
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think it would be useful to describe briefly just what it is that we are talking 
about. 


Just what are we talking about? 

The term “Government-sponsored research and development”—the alleged 
abuses of which form the subject of this inquiry—covers a wide variety of 
research activities and contracting situations and is capable of no very accurate 
definition. Such work may range from basic research into fundamental scientific 
laws or truths to advanced development of existing articles or processes. As 
for contractual arrangements, Government sponsorship may range from a cost- 
plus-a-fixed-fee contract through a bare cost-reimbursement agreement (no profit) 
to an agreement under which the private contracting party is authorized simply 
to use certain Government facilities or personnel. 

The subcommittee is now considering the varying policies of Federal agencies 
in respect to the disposition of patent rights in inventions which may result 
from such work, and particularly rights in patents having possible commercial 
value. 

Under the most favorable of these arrangements from the contractor's stand- 
point, the cost-plus-a-fixed-fee contract, the contractor is by no means com- 
pletely reimbursed for his real costs incurred in contract performance. Under 
recently revised section XV of the Armed Services Procurement Regulation, for 
example, numerous out-of-pocket expenses, customarily and regularly allocated to 
all elements of current business activity for both business reporting and tax 
purposes, are expressly “disallowed” for contract purposes. In fact, Govern- 
ment acknowledges the reality of these costs from a business standpoint but 
nevertheless disallows such costs for a variety of reasons. Similarly, the 
Atomic Energy Commission—some 5 years after adoption of the liberalized de- 
preciation provisions of the 1954 Revenue Code—has refused to allow anything 
more than properly allocable portions of straightline depreciation as a contract 
cost. (This, it should be noted, is only one example of AEC contract cost 
disallowance.) 

We call attention to these facts only to emphasize that research and develop- 
ment contractors—after charging unreimbursed expense against the agreed fee 
for contract performance—are performing work which the Government must 
have done for it at little or no profit, and, in many cases, at an actual loss. 

Aside from patriotic motives—which are a very powerful force in American 
industry—can it be expected that private firms, whose function and purpose is 
the making of profits for their proprietors, commit their resources—material 
and human—to business which promises, at best, a very low return on invest- 
ment? Heretofore—in the case of the Department of Defense—there has existed 
as an additional incentive the possibility of the contractor’s acquiring valuable 
patent rights or know-how, subject always to a royalty-free, nonexclusive license 
in favor of the Government. 

In summary then, we are discussing the propriety, the efficacy and the long- 
range effects of a system—or a variety of systems—by which the Government 
acomplishes necessary research and development activity. 





Some basic objectives 

In undertaking any full-dress review of Government patent policy, it seems 
to us that there are certain basic objectives which must be kept clearly in view 
at all times. These objectives—a combination of security, economie and social 
goals—are not necessarily consistent one with the other. Indeed, they may at 
times be mutually contradictory; hence, it seems to us that this inquiry and 
any legislative recommendations which may result from it must undertake an 
accommodation of these conflicts and a balancing of the broad objectives set 
out below: 

1. Above all else, the Government system of research and development must 
contribute to the military results which are imperative in the present circum- 
stances. (In broader terms, does the system make a maximum contribution 
to the increase and diffusion of human knowledge, these being essential pre- 
conditions to technological advancement?) 

2. Having due regard for the first objective set out above, the Government 
procurement patent policy should result in the fairest possible division of Gov- 
ernment research and development work among properly qualified firms without 
reference to size. 

3. Insofar as possible, Government procurement patent policy should avoid 
disruption of Government-industry relations and present contracting patterns. 
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4. Government procurement patent policy should preserve, and if possible 
enhance, private incentive—both individual and business—to pursue scientific 
and technical inquiries of potential benefit to Government and to the community 
at large. 

5. Government procurement patent policy should encourage the prompt and 
efficient utilization for peaceful purposes of new technology developed under 
research and development contracts. 

6. To avoid possible socialization of what may become basie industries of the 
future, Government procurement patent policy should not be so framed and 
administered as to result in monopoly Government control over rapidly develop- 
ing new and exotic technologies important to national defense and national 
prestige—with possible future peaceful applications of great commercial value— 
and the launching of which require immense sums of money both public and 
private. 

7. Government procurement patent policy should not be so administered as to 
subsidize the incompetent and the unfit. 

With these very broad objectives in mind, let us consider briefly the present 
policies of certain Federal agencies with respect to patent rights to inventions 
first conceived or reduced to practice during performance of Government- 
sponsored research and development. Before proceeding to this review, how- 
ever, we should briefly take note of the fact that certain of the testimony in this 
hearing engages not only questions posed in the distinguished subcommittee 
chairman’s release of December 8, but the social, economic and technological 
efficacy of the American patent system itself. This may not be the proper forum 
in which to debate this broader issue fully, but since these points have been 
raised we shall from time to time in our statement attempt to deal with them. 
Present patent policy of Federal departments and agencies 

The Department of Defense.—In recent testimony before your subcommittee 
the Deputy Assistant Secretary of Defense (Supply and Logistics), Mr. James 
P. Falvey, in commenting on the Department’s general policy of acquiring a 
royalty-free, nonexclusive license rather than full patent rights to inventions 
conceived under research and development contracts, had this to say: 

“Historically, the patent policy of the Department of Defense was and is the 
result of operating experience of the Department and military departments 
prior to the establishment of the Department of Defense. * * * The [Depart- 
ment’s regulation on this matter] was promulgated on July 1, 1949, and in- 
ecorporated the principles which the military departments had found through 
their experience to be most workable and effective to meet their needs. * * * 
[The regulations were revised in January 1955 to move] farther from the title 
concept to the license concept. Our experience under the present policy has 
been good and no changes of concept are needed to satisfy Department of 
Defense requirements.” 

Significantly, Mr. Falvey’s testimony asserts not only that the military de 
partments have found present Department of Defense patent policy “most work- 
able and effective to meet their needs,” but his testimony traces in some detail 
the history of the policy’s development and supports its continuance with the 
testimony of a number of distinguished Department of Defense officials whose 
combined tenure of office covers almost the whole of the post-World War II 
period. Moreover, his testimony on this question describes the experience of 
that Federal department which has had by far the most experience in the use 
of research and development contracts. 

The National Aeronautics and Space Administration —The National Aeronau- 
tics and Space Act of 1958 directs that inventions made in the performance of 
a contract with NASA shall be the exclusive property of the United States 
whenever certain determinations in respect to such inventions are made by the 
Administrator of that Agency. This act has now been in effect for a little more 
than a year. 

In recent testimony on this question before a subcommittee of the House 
Science and Astronautics Committee (the substance of which has been repeated 
before this subcommittee), the General Counsel of NASA, Mr. John A. Johnson, 
has requested substantial amendment of the act’s patent policies which would 
permit the exercise of administrative discretion rather than requiring an auto- 
matic acquisition of full patent rights where certain conditions exist. In ex- 
plaining his recommendations the General Counsel stated : 

“In order to assure itself of the continuing willingness of contractors to parti- 
cipate in projects of great national importance, NASA desires that it be given 
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discretionary authority to adopt contractual patent provisions in line with those 
of the Department of Defense where necessary to meet the equities of the 
situation. 

* * * * * * 


“Finally, there is the adverse reaction of contractors themselves to the patent 
provisions of the act. While the opposition may, in the typical case, be over- 
come in the process of negotiating a contract, it can retard the placing of im- 
portant research and development contracts. Moreover, NASA would prefer 
to be dealing with willing contractors, competitively eager to participate in the 
research and development necessary to advance the Nation’s space efforts.” 

We think the General Counsel’s last statement deserves reemphasis. He ex- 
presses a clear preference on the part of NASA for dealing with willing con- 
tractors, competitively eager to participate in the research and development 
necessary to advance the Nation’s space efforts. Especially noteworthy is his 
clear implication that present policy tends to inhibit private incentive. 

Atomic Energy Commission.—The Atomic Energy Commission has since its 
organization followed a policy of acquiring all rights in inventions and dis- 
coveries in the atomic energy field where a “relationship’—as described in 
section 152 of the Atomic Energy Act of 1954—exists between the contractor 
and the Commission even though Government funds may not have been directly 
employed in achieving the discovery. This policy has been followed, moreover, 
not only in research and development contracts but in fixed-price bid supply 
contracts. 

Evidently, the Commission feels that the acquisition-of-full-title policy has 
served the public interest in the development of atomic energy as evidenced by 
the statement before your subcommittee by Mr. Roland Anderson, ABDC Assistant 
General Counsel for Patents. However, in recent testimony before the House 
Committee on Science and Astronautics, Mr. Anderson asserted in response to 
specific questions regarding contractor experience with the AEC patent policy: 

“T think I also have to recognize that there are many of our contractors who 
would prefer that we follow the Department of Defense policy. But I do not 
believe that I can say that any of those have refused to take an AEC contract 
by virtue of the present policies of the Commission. I think that from my own 
personal knowledge that there have been several contracts that were not con- 
summated by virtue of the contractor taking the position that he did not want 
to take on research work which would jeopardize his own personal position in 
the field because of our patent policy.” 

If Mr. Anderson’s testimony has been correctly recorded, the evidence as to 
the efficacy of AEC patent policy would seem to be—even in the Commission's 
view—inconclusive as to the willingness or unwillingness of potential contrac- 
tors to undertake research work for the Commission because of patent policy. 

Although the Commission itself may be uncertain as to the incentive or 
disincentive effects of its patent policy, industry appears to have a clear and 
definite conviction on the point, at least on the basis of information available 
to the Institute. As indicated in the attached copy of the Institute’s trans- 
mittal of May 6, 1959, of its statement to the Subcommittee on Legislation, Joint 
Committee on Atomic Energy, certain capital goods manufacturers—including 
a number of key atomic reactor manufacturers—would welcome the opportunity 
to testify before interested committees of the Congress on the extent to which 
AEC patent policy has blunted the drive for research and further development 
and continued technological progress in the atomic energy field. It should be 
noted, moreover, that great concern has been expressed, both in Congress and 
by private authorities, at what appears to be a slower-than-expected rate of 
progress in the development of atomic energy for peaceful purposes; this un- 
acceptable rate of progress is attributed by at least some authorities to AEC 
patent policy. For example, Mr. Jo Baily Brown, member of the Patent Ad- 
visory Panel to the Atomic Energy Commission, in his memorandum of Decem- 
ber 5, 1958, has this to say about present Commission patent policy: 

“The present atomic energy patent statute substantially lessens the normal 
incentive to invent and to exploit patented inventions in the atomic energy 
field. I believe he substantial limitation of such incentive by the present law 
and practice has retarded, and will continue increasingly to slow invention, 
improvement, and industrial applications of atomic energy in this country, and 
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will hamper our citizens in their efforts to obtain business in this field in 
foreign countries.” * 

This makes it timely to suggest that a reexamination of the connection be- 
tween Commission patent policy and our rate of development of peaceful uses 
of atomic energy is desirable. 

Other Government patent erperience.—In this very brief review of widely 
divergent patent policies within Federal agencies we have attempted to focus 
attention on those areas where the greatest sums of Government research and 
development money are spent and which includes also those areas where the 
Nation is involved in a deadly competition with the Soviet Union—in missiles 
and other military weapons, earth satellites, space vehicles, and atomic energy. 

Our summary of Federal agency experience does not include such Depart- 
ments as Agriculture, Health, Education, and Welfare, Post Office, and a num- 
per of other departments and agencies which have adopted individual patent 
policies which fall within the purview of the subcommittee’s investigation. 
None of these other agencies, however, has the responsibility for national se- 
curity and international prestige entrusted to the Department of Defense, the 
National Space Agency, and the Atomic Energy Commission. Moreover, various 
as their respective patent policies are, the substance of these differing policies 
is generally included within the range of policy discussed above. Hence, they 
are. not separately discussed in this statement. 

With this background of current Government patent policy in mind, let us 
consider in some detail the three principal questions to which the subcommittee’s 
inquiry is directed. 

The problem of increasing economic concentration 

The subcommittee’s release of December 8 suggests the present Department 
of Defense procurement patent policy has led to a “problem of increasing eco- 
nomic concentration brought about by the granting of patent rights to individual 
firms or discoveries which result from Government-financed research and de- 
velopment contracts.” 

Even if we were to ignore the industrial facts of life which confront the 
Department of Defense in placing research and development contracts—and we 
dare not ignore them—we think there is plenty of evidence to indicate that 
the patent policy in question has not contributed to an increasing economic 
concentration, but on the contrary has resulted in the creation of a whole new 
industry of research and development contractors, consisting for the most part 
of new and small businesses. We would go further and observe that the removal 
of private incentive necessarily resulting from the reversal of present Depart- 
ment of Defense procurement patent policy would almost certainly lead to an 
accelerated increase in economic concentration because it would tend to place 
beyond the reach of the new and small business a most important competitive 
advantage—a private patent right—for successful competition with larger and 
more experienced business rivals. Moreover, the economic concentration which 
we foresee as a result of the reversal of Department of Defense procurement 
patent policy is a concentration of economic power in the Government and 
monopoly control by political agencies over basic patent rights in new technology. 

Let us consider each of these possibilities in turn. 

The simple fact is that the Department of Defense and other Government 
agencies contract with certain firms—large and small—for the conduct of re- 
search and development work because they must. For very practical reasons 
the award of research and development contracts is decisively influenced in 
most cases by the state of preexisting knowledge possessed by the contractor in 
question. Obviously, the scope and character of private research efforts which 
have produced superior know-how may be the result of, or may be influenced 
by, sheer size. 

The growth of small research and development firms.—If size alone were a 
decisive consideration in the award of Government research and development 
contracts, how does one explain the proliferation and rapid growth of small re- 
search and development companies in such areas as suburban Boston, southern 
California—and, indeed, suburban Washington, D.C.—and which growth has 


“Selected Materials on Atomic Energy Patents,” published by the Joint Committee on 
Atomic Energy, March 1959. (See also other authoritative statements of similar import 
compiled in this volume.) 
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been largely accomplished under Government research and development con- 
tracts? Small companies, as well as large ones, have special talents important to 
Government programs and the flourishing growth of small contractors in the 
research.and development area would seem to indicate that the Government— 
like any prudent buyer—has taken full advantage of all that the marketplace has 
to offer. Indeed, we think an examination of the growth of small companies in 
this field might prove that Government research and development work has been 
a most fruitful incubator of vigorous new business. It has, one might observe, 
resulted in creation of a whole new industry and would seem clearly to suggest 
that opportuntiy for entry into such business is being safeguarded under present 
Department of Defense patent policy. 

Among small businesses represented in public hearings on this question are the 
members of the Strategic Industries Association, which are not only small busi- 
nesses but, more importantly, are small defense contractors and for that reason 
would seem to be particularly susceptible to the alleged problems of economic 
concentration resulting from Government patent policy. Despite this unusual 
susceptibility to the ills which have been heretofore suggested, the Strategic 
Industries Association has presented a most forceful argument in favor of con- 
tinuance of the present Department of Defense patent policy, emphasizing par- 
ticularly the desirability of preserving incentive for private contractors and the 
inescapable interdependence of government contractors, big and small alike. 

The role of patent incentives in aiding new business.—We suggest that a most 
important function of the exclusivity afforded by the patent system is the incen- 
tive it provides for new business, including small businesses. But for the lim- 
ited monopoly provided by a patent right, a new business could rarely justify 
the investment necessary to enter some highly complex field of business in which 
a number of existing larger companies with abundant resources in money, techni- 
cal personnel, and facilities may already be quite successful. A patent right 
may, however, justify such investment by a new company simply because the 
exclusive right conferred by the patent may permit the new company to attain a 
competitive advantage over its business rivals possessing far superior resources. 

Much stress has been placed in the course of this hearing upon the fact that 
Government research and development spending has been concentrated, primarily, 
among a few large firms, particularly by the Department of Defense. Two com- 
ments seem in order. 

The real problem here, it seems to us, lies in finding some way to provide 
greater opportunity for all business, large and small, to participate to the extent 
of their resources in Government-sponsored research and development work. This 
we believe is the very heart of the problem which has led to these hearings. We 
have no ready-made solution for the problem nor have we heard a sound one 
offered to the subcommittee. We are absolutely certain, however, that the answer 
does not lie in so changing Government procurement patent policy as to make 
impossible the acquisition of private patent rights. 

As we have already suggested, there are many Government research projects 
of such magnitude that only a relative handful of companies could possibly 
undertake them. In this area it may to a great extent be impossible to spread 
participation in Government research and development work simply because of 
built-in requirements for particular qualifications possessed only by a few large 
companies. By the same, token, the demand for particular talents or unusual 
qualifications in connection with a particular research project can—and has— 
worked to the advantage of smaller firms, as witnessed by the rapid growth of 
new companies specializing in research and development work and to which phe- 
nomenon we have already referred. 

Increased concentration of economic power in Government.—Finally, let us 
consider the problem of vastly increased economic power in the hands of Gov- 
ernment, a condition which must inevitably result from the Government's taking 
all patent rights in inventions developed under research and development con- 
tracts. Dismissing for the moment the question of this result’s disincentive 
effects on the prompt and efficient distribution of economic benefits—to which 
we refer at a later point in our statement—let us consider briefly the possible 
consequences of governmental acquisition of all patent rights in such cases. 
Obviously, we would have a concentration of economic resources far surpassing 
any conceivable aggregation of economic power in private hands. This power. 
moreover, would—by reason of the sources from which it sprang—he so concen- 
trated on the frontiers of new scientific and technical discovery as virtually to 
obliterate private incentive for further development in those fields. The possi- 
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bility raises, in addition, social, economic, and political implications of such mag- 
nitude, in our judgment, as to make such a step altogether unwise. 


Dissemination of newly acquired technological information 

The second of the questions to which the immediate inquiry is directed is the 
problem of assuring that newly acquired technological information developed 
at Government expense and not of a classified nature is diffused throughout our 
society. As the subcommittee chairman’s release of December 8 points out, our 
present national and international position requires a full utilization of all our 
scientific skills. 

There would seem to be at least three important reasons which require the 
broadest and promptest possible dissemination of newly acquired technological 
information: national defense and international prestige, economic growth, and 
the distribution of economic benefits from technological advances. Suppose we 
consider each in turn. 

National defense and international prestige—Insofar as the dissemination of 
new technological information for purposes of national defense and international 
prestige is concerned, it would be well to remind ourselves of the nature and 
consequences of Department of Defense policy in respect to patent rights to 
inventions developed under research and development contracts. By way of 
repetition, the military departments insist customarily upon reserving to the 
Government a royalty-free, nonexclusive license to practice or to have practiced 
the invention in question by or for the Government throughout the world. (It 
should be noted that the Department of Defense reserves, and has always re- 
served, the right to contract for full title to patents where special circumstances 
make it appear undesirable from the standpoint of the national interest that 
patent rights be placed in private hands. ) 

Having received this kind of license, the Government is in a position to pass 
on all new technological information involved to whomever may have a need 
for it in the performance of a Government contract. If as a result of this system 
there has been a failure to distribute such information for Government purposes 
as widely and as promptly as might be desirable, the fault would seem to us to 
lie in Government’s administrative shortcomings—including, possibly, a lack of 
clarity in pertinent contract provisions—rather than in any inherent fault in 
the patent licensing system of the Department of Defense. As for distribution 
of new technological information for commercial purposes, we doubt—as our 
statement makes clear at a later point—if this is a responsibility which should 
be vested as a matter of national policy in the Federal Government and, even 
if properly so vested, that the Government could do the job effectively. In any 
event, the desirability of prompt and widespread dissemination of new techno- 
logical information for both governmental and commercial purposes must be 
balanced against the necessity of preserving a Government procurement patent 
policy which will, in the long run, produce the most rapid technological 
improvement. 

Economic growth.—As for the role of Government patent policy—and the 
American patent system generally—in the economic growth of the United States, 
we assume as our initial premise the continuation of a private enterprise system. 
Proceeding from this assumption, we would observe that economic growth can 
only result from new investment, and investment in a free economy results only 
from the presence of adequate incentive. And the presence or absence of in- 
centive—as typified by patent rights—will act as a most powerful stimulant or 
deterrent to the entry of new or small business into the system. It is with this 
problem of a small firm’s entry into business that the subcommittee of course 
has a special concern. 

In considering this question we cannot fail to consider the testimony of Pro- 
fessor Melman, who vigorously denies that patent incentives are necessary to 
technological progress and, in addition, theorizes that the patent system results 
in a compartmentalization of scientific and technical knowledge and thus acts as 
a positive drag on progress. With some considerable eloquence he inquires 
rhetorically : 

“Who will be freer to explore the frontiers of knowledge? Who will be more 
daring in the application of knowledge to new designs—the men who act on be- 
half of the restricted goals of a single firm or those who act on behalf of the 
goals of a whole society? 

“In my opinion it is the men who are empowered to act on behalf of the wider 


interests who will be least encumbered, and thereby more efficient, in the conduct 
of inquiry.” 
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If we understand the import of this quotation—and we think we do—Pro- 
fessor Melman evidently envisages a socialization of technical and scientific 
knowledge, of new art, of all those matters now customarily comprehended 
within the general class of property rights which includes patentable inventions 
and proprietary technical information. 

In our opinion, Professor Melman is quite wrong. 

We must confess that the vision of “those who act on behalf of the goals of a 
whole society’ is a noble one. But the whole record of our industrial society 
would argue that the destruction of private incentive, which the vision neces- 
sarily implies, has had a stultifying effect on economic advancement and upon 
scientific and technological progress. Complete freedom in the dissemination of 
scientific knowledge is worthless-in the absence of scientific knowledge itself, 
and the system here envisioned is one in which everyone is responsible for 
progress and hence no one is. “What is everybody’s business is nobody’s 
business.” 

Professor Melman acknowledges, to be sure, that the “motivation of personal 
gain or of profit for a firm can also function as an incentive” but this grudging 
admission of the effect of private incentive holds that such incentive has a 
“restrictive effect in conduct of inquiry and in the disposition of research 
results.” 

The suggestion is advanced by Professor Melman that patent incentives are 
unnecessary to technological progress, since corporations would continue re- 
search toward product development and cost reduction in the absence of patent 
rights. Of course they would. However, this observation misses entirely a far 
more important question, that of corporate spending on basic research—of 
which there is presently a substantial and growing volume—where there is 
no immediate prospect of profit. In the absence of the limited right of ex- 
clusivity guaranteed by a patent, the private incentive which Professor Melman 
decries, we feel certain that privately sponsored basic research will be most 
seriously threatened. 

We do not intend to pursue this argument at length since we have assumed 
in the beginning that the subcommittee’s investigation is premised upon the 
continuance of a system of private enterprise. However, we cannot fail to 
refer to the “restrictive effect” of the private patent system to which Professor 
Melman has given so much attention in his testimony. In order to encourage 
publication of information describing new products or processes—the dis- 
semination of new technology—the Government grants to the inventor a right 
to exclude for 17 years the practice by others of the invention in question. 
The most important reason for adopting a patent system was the increase and 
dissemination of scientific and technical knowledge resulting from publication 
by patenting. It may well be that the “restrictive effect’ of the patent system 
is the sharpest spur of all to future technological progress. 

The fact is that few patents provide for the patentees a competitively ad- 
vantageous position for the full 17-year lives of the letters patent in question. 
In any system of free and competitive private enterprise, the existence of a 
patent is an immediate challenge to all competitors, actual and potential, to 
“build a better mouse trap” by designing around the article or processes 
patented or by devising—and patenting—a substitute article or process which 
will accomplish the end in view as well or better. And who gains by the com- 
petition thus engendered? Obviously, the United States and all its citizens 
stand to gain by the rapid proliferation of scientific and technical knowledge 
thus competitively generated. 

Distribution of economic benefits of new technology.—Finally, we come to the 
question of the distribution throughout society of economic benefits resulting 
from new technological information developed at government expense. One is 
immediately confronted with the question of whether or not such economic bene- 
fits will be most promptly and generally made available to the public by a system 
under which Government grants to private contractors the right commercially to 
exploit new inventions or some other system by which the Government takes 
full title to patents involved. Suppose we consider these possibilities in inverse 
order. 

Let us assume that a new invention is developed under a Government research 
and development contract and that in addition to the benefits which it confers 
upon the Government itself, it involves valuable commercial rights. Finally, 
let us assume that the Government takes full title to any patent resulting from 
such an invention. 
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Given these assumptions, the Government may do one of several things. It 
may license all comers to practice the invention on a royalty-free basis—a 
system which, in fact, has been employed by the Government in the past.* It 
may license one or more manufacturers and thus recoup a part of its original 
expenditure in the form of royalty payments. Finally, the Government might 
conceivably—although we think it most unlikely—undertake the manufacture 
and distribution of commercial items covered by the patent or patents in 
question. 

Of all these possibilities, we think the first is by far the most likely since 
the Government has followed this practice in the past and because it could 
scarcely place itself in a position of favoring one or a very small group of 
eontractors over all other competitors in the purely commercial exploitation 
of a patented invention. This being the most likely possibility, let us consider 
for a moment the probable consequences. 

First of all, reservation to the Government of all patent rights destroys com- 
pletely any possibility of an individual firm obtaining for itself the right to 
exclude others from manufacture which is the very essence of a patent right. 
We think it is improbable that most companies would consider undertaking 
this kind of a license arrangement with foreknowledge that they might face 
unlimited competition from other licensees of the Government, particularly, in 
the light of other and, potentially more profitable, investment opportunities 
available to them. In a free economy an established business is rarely limited 
to a single possibility for investment. It has available to it a whole range of 
investment alternatives, and it will, therefore, invest in that opportunity which 
seems to it to offer the greatest promise of profit; we doubt that an investment 
opportunity of the type we have here suggested would be generally attractive 
to private business. 

On the other hand, where the Government reserves a nonexclusive, royalty-free 
license and permits the individual contractor to take all other patent rights, 
the company in question has an immediate incentive to make the economic bene- 
fits of the new invention promptly available to the general public. This follows 
because of the probability that competitors will undertake shortly to design 
around his basic patent or to develop a noninfringing substitute—a probability 
that is strengthened in direct proportion to the potential profitability of the 
article in question. Once again the common practice of “designing around” 
plays an important role in our industrial life and deserves mention in this 
connection. 

Professor Hamberg refers to a patent right as a monopoly power. It is a 
limited right—limited in time to 17 years and limited in application to the 
claims of new art allowed in connection with the granting of letters patent. 
It is by no means a monopoly on the basic information involved or upon the sale 
or future development of other and competing articles designed to accomplish 
the same purpose, and its very existence, as we have already observed, is a 
challenge to the ingenuity of competitors. It is simply and wholly a right to 
exclude for a limited period others from practicing the invention in question. 
In sum, we believe a patent right in private hands—whether developed at Gov- 
ernment or private expense—is the best system yet devised to insure that 
economic benefits of new inventions will be promptly made available to the 
general public—not only because of the incentive for exploitation it holds for 
the patentee, but because its existence almost inevitably begets further tech- 
nological progress by the same or competing firms. 


Does the Government receive all it pays for when it buys research and develop- 
ment ? 


The answer to the third of the broad questions posed by the subcommittee is in 
turn dependent upon the answers to certain other questions. What is the Gov- 
ernment buying when it contracts for research and development work? And, 
what is the Government’s proper role, if any, in the commercial exploitation of 
new inventions developed under research and development contracts? 

The products of research and development contracts may range from a proto- 
type of a new weapon, space vehicle, etc., to the exertion on the part of the 
contractor of his best efforts to add to the sum of human knowledge on some 
subject of interest to the government. Regardless of the character of the final 





*See the testimony of Mr. William H. Davis, New York Patent Law Association in 


hearings before the Subcommittee on Legislation, Joint Committee on Atomic Energy, 
Apr. 21-23, 1959. 
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product, it is purchased for Government purposes. It is not purchased with a 
view to exploitation for profit of any commercially valuable “fallout” which 
may result from research and development work conducted for purely 
Government purposes. 

The Government may, as we have seen, contract for research and develop- 
ment looking toward creation of a product or process to be used exclusively in 
the Government service, e.g., national defense. On the other hand, it may 
contract for research and development to advance the “state of the art” in 
some field such as agriculture or atomic energy. In cases of this latter type, 
the Government generally acquires full patent rights to any inventions con- 
nected with such research and development work, making available to the 
public at little or no cost, the results of such work, including the rights to use 
patented processes for commercial purposes. Such Government-sponsored 
research deserves special comment. 

It has been asserted that this latter policy insures that the public does not 
pay twice for the results of research and development—once in taxes and again 
in “monopoly”, or at least higher, prices for the patented items. We would not 
argue that technological advancement will not occur under such a policy—as 
for example that of the Atomic Energy Commission. We have every hope that 
it will. But for reasons already detailed at length herein, we do not believe 
that the benefits of such research will be made available to the general public 
as quickly, as efficiently or as cheaply as they might be where individual com- 
panies are permitted to acquire patent rights. If, as we believe, the pace of 
technological advance is keyed in large part to the incentives of the patent 
system, then Government procurement patent policy ought to favor the granting 
of private patent rights regardless of the immediate purpose of the research 
and development contract. 

It seems to us that if we keep firmly in mind the distinction between purely 
governmental purposes underlying research and development work and the 
fortuitous development of commercially valuable inventions the answer to the 
general question is fairly simple. Insofar as it has received, upon completion 
of contract performance, the article, the process, or the new knowledge required 
by the agreement, then it seems to us that the Government has indeed received 
all that it paid for. We do not believe the Government contracted in the first 
place with a view to development of inventions which might be exploited for 
profit, nor do we think it should contract with any such intent. 

The committee’s release of December 8 clearly implies that the Government 
should perhaps undertake the recoupment—presumably through licensing 
arrangements or otherwise—of some part, or perhaps all, of its expenditures on 
research and development. For reasons already set out herein we think this 
would be unwise and uneconomic policy in the long run. There is one additional 
reason, moreover, that applies particularly to this suggestion and with which 
we should like to deal in some detail. 

The fact is that Government now receives, in our opinion—and in the opinion 
of many firms in defense work—considerably more than it pays for under 
research and development contracts. Contracts of this type are not awarded 
in a vacuum or in some completely sterile atmosphere devoid of preexisting 
knowledge of the art involved. Typically, the Government contracts for a 
particular type of research and development work with company A rather 
than company B because company A has a long history of experience and 
know-how in the field in question and, customarily, that advanced knowledge 
has been achieved partly if not wholly at private expense. Moreover, com- 
pany A employs skilled people and possesses facilities especially suited to the 
Government’s needs; the result of contracting with company A is that the Gov- 
ernment accomplishes the work it must have done faster and more cheaply 
than would otherwise be possible. 

If the Government now were to adopt the policy of acquiring in every case 
full patent rights to inventions developed under research and development con- 
tracts—and with such inventions representing in most cases a partial product 
of private investment—it seems to us that the Government would necessarily 
have to pay more than it now pays to have its research and development work 
done for it. Private industry would not, we think, be willing to transfer to 
Government in addition to the immediate product of the research and develop- 
ment contract, all of its background know-how without demanding a substan- 
tially increased contract price. In very many cases the contractor would be 
selling a part of the value of its competitive position and that kind of purchase 
comes high by any standard of equity and reasonableness. 
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INSTITUTE RECOMMENDATIONS 


In the light of our review of the three broad questions posed by the sub- 
committee’s original announcement of this hearing and in the light of our 
discussion of those questions above, the institute makes the following specific 
recommendations : 

1. The Government, in a matter of general policy, should limit itself to the 
acquisition of royalty-free, nonexclusive licenses to inventions first conceived or 
reduced to practice during the performance of Government research and develop- 
ment contracts. 

2, This policy, which has been adopted by the Department of Defense, should 
be followed by all Federal agencies. 

We have one additional comment. It would appear that the subject of gov- 
ernment procurement patent policy—and, necessarily, the future of the American 
patent system—is being considered in piecemeal fashion. Last May the patent 
policy of the Atomic Energy Commission was considered by the Joint Committee 
on Atomic Energy. Recently, the patent policy of NASA was the subject of a 
hearing before a subcommittee of the House Science and Astronautics Committee 
and now this subcommittee is considering procurement patent policies of ail 
Government agencies from the standpoint of small business. 

Faced with explosive new technologies, the Government will almost certainly 
increase its research and development expenditures in the future, especially in 
those fields where mastery is essential to national security. From this scientific 
inquiry we may reasonably expect discoveries of commercial value; indeed we 
may not unreasonably suppose that basic technologies may emerge which in 
time will shoulder aside conventional technologies of this day. 

Given these possibilities are we not faced with some fundamental questions 
of national policy? Are the traditional incentives of the American patent 
system essential to rapid technological advancement in these new fields? Inde- 
pendent of the question of normal patent incentives should the Government be- 
come the economic master of its citizens by acquiring basic patent rights in these 
new fields of scientific and technical discovery? We think the ultimate issues 
are nothing less than these and their resolution, we submit, requires a compre- 
hensive and unified study of the entire problem. 

In coneluding our statement on the patent policies of Federal agencies, we 
should like once again to express our appreciation to the subcommittee for the 
opportunity of filing this statement of institute views. If we can be of any 
further assistance to the subcommittee in its consideration of this problem we 
shall, of course, be pleased to help. 


Respectfully, 
CHARLES STEWART, President. 





APPENDIX X 


PREPARED STATEMENT OF F. GERALD TOYE, WASHINGTON COUNSEL, GENERAL 
ELeEctric Co., WITH ACCOMPANYING EXHIBITS 


WASHINGTON, D.C., January 11, 1960. 


Hon. Russe.tt B. Lona, 
Subcommittee on Monopoly of 

Select Committee on Small Business, 
U.S. Senate, 

Washington, D.C. 


Dear Sir: I wish to thank you for the opportunity to place in the record 
this statement of the General Electric Co. regarding the testimony given before 
the subcommittee on December 8, 1950, by Mr. Harry Stern,’ president, Action 
Manufacturing Co. I have reviewed Mr. Stern’s testimony with the cognizant 
operating department of the company and I find such testimony to be widely 
at variance with the facts as to this company’s policy and practices in the repair 
and maintenance of aircraft instruments. 

Aircraft instruments are complex precision devices used for air navigation 
and in flight measurement of aircraft performance. Accuracy and reliability of 
these instruments is critical to the safety of life and property in the air. They 





1 See p. 44 for Mr. Stern’s testimony. 
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require periodic inspection, calibration, maintenance, and overhaul to insure 
proper performance. 

As a manufacturer of these instruments, we must be able to assure our users 
of the availability of technically competent maintenance service in convenient 
locations throughout the country. Our factory production facilities are not 
designed for repair work and we do not solicit repair work for the factory. 
Instead, we provide this service both through independent service organizations 
(currently 27 in number) whom we have found to be qualified and through 
aircraft service shops maintained by this company at Ontario, Calif., Cin- 
cinnati, and Dallas. In the interest of customer convenience, we have en- 
deavored to build up a number of qualified independent organizations, and to 
assist more firms to acquire and maintain the necessary competence we operate 
an aircraft instrument school for their personnel. There is no charge for 
attendance at this school; the attendant pays only for transportation and living 
expenses. Our current list of independent qualified repair and overhaul facilities 
for General Electric aircraft instruments is attached as exhibit A. 

Because of the importance of aircraft instruments to safety of life and prop- 
erty, we do not in general sell special tools and test equipment or replacement 
parts for General BHlectric instruments without satisfying ourselves that the 
purchaser is qualified to use them. However, it is our policy where the Gov- 
ernment awards a contract to a facility which has not taken steps to establish 
its qualified status with our organization to nevertheless supply repair equip- 
ment and parts whenever the Government so requests. We do this at our pre- 
vailing prices and delivery terms, which are the same as would be available 
to any servicing facility on the attached list, were it to be awarded the contract. 

This arrangement was worked out with the Government in March 1959. Since 
that date, upon Government request, we have quoted and regularly sold aircraft 
instrument parts to any Government contractor, including Action Manu- 
facturing Co. 

We have examined all quotations to Action Manufacturing Co. in our files 
for both replacement parts and test equipment, and in each case we quoted 
the prevailing prices and delivery dates that were likewise available to both 
independent and company-owned servicing facilities. In one instance we ex- 
pedited a delivery date at the Government’s urgent request, and this has ap- 
parently been misconstrued by Mr. Stern as a discrepancy in quoting the original 
delivery date. 

With respect to Mr. Stern’s charge of monopoly of the repair and overhaul 
business, the three aircraft service shops owned by General Electric Co. re- 
ceived approximately $300,000 of aircraft instrument overhaul business for 
the first 11 months of 1959. While we do not have available the total amount of 
repair and overhaul business on General Electric aircraft instruments which has 
been received by all independent servicing facilities, we feel certain that a 
canvass by the committee would reveal that the great majority of this business 
is performed by independent organizations. 

The statement has been made that technical manuals for overhaul are de- 
liberately or inadvertently made incomplete to assure the performance of the 
overhaul work in our factory. This company takes considerable pride in the 
clarity, accuracy, and completeness of its service manuals, and we feel that 
Mr. Stern’s testimony on these points is utterly unwarranted. During the life 
of any Government production contract awarded to this company for aircraft 
instruments, we are obligated to prepare overhaul manuals and to make any 
necessary revisions every 90 days in order to keep them up to date. This com- 
pany meticulously meets these obligations with full realization of the antici- 
pated use of our service manuals by Armed Forces personnel and their author- 
ized representatives. Further, before acceptance and publication, these manuals 
are inspected by a qualified representative of the Armed Forces. The listing 
of parts in such manuals by General Electric part number is done strictly in 
accordance with military specifications which require identification by vendor 
part number and, where applicable, any Federal stock numbers are likewise 
set forth. 

We trust that this subcommittee will find the foregoing completely responsive 
to Mr. Stern’s charges. 

Sincerely yours, 


F.. GERALD Toye, 
Washington Counsel. 
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EXHIBITS ACCOMPANYING STATEMENT OF GENERAL ELECTRIC Co. 
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APPENDIX XI 


LETTER FrRoM FiLoyp H. Crews, CHAIRMAN, COMMITTEE ON PATENTS, ASSOCIA- 
TION OF THE BaR OF THE CiTy oF NEW YORK, WITH ACCOMPANYING PREPARED 
STATEMENT OF WILLIAM H. DAvIs 

Darpy & Darsy, 
New York, N.Y., December 21, 1959. 

Hon. RUSSELL LONG, 

Subcommittee on Monopoly, Committee on Small Business, 

U.S. Senate, Washington, D.C. 

DEAR SENATOR LONG: I enclose a copy of a statement by Mr. William H. Davis, 
made before the House Subcommittee on Patents of the House Committee on 
Science and Astronautics during the week of December 1. Mr. Davis was speak- 
ing on behalf of the Committee on Patents of the Association of the Bar of the 
city of New York, and you will note he quotes a resolution of that committee 
on page 5? of his statement. 





1 See p. 440. 
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Mr. Davis’ statement seems to me to be very pertinent to the questions which 
I understand your Subcommittee on Patents has been considering. I respect- 
fully suggest that this statement be incorporated in the record of the proceedings 
of your subcommittee. 

Respectfully. 





Fioyp H. Crews, 
Chairman, Committee on Patents, 
Association of the Bar of the City of New York. 


STATEMENT OF WILLIAM H. DAVIS, PATENT ATTORNEY, ON BEHALF OF THE COM- 
MITTEE ON PATENTS OF THE ASSOCIATION OF THE BAR OF THE CITY OF NEW 
YorK,: MADE BEFORE THE HOUSE SUBCOMMITTEE ON PATENTS, COMMITTEE ON 
ScIENCE AND ASTRONAUTICS, DECEMBER 1, 1959 


I have read with interest and with a great deal of satisfaction the proposed 
substitute section 305 of the act. It seems to me to be a long step in the right 
direction. I have at this time only one remark to make about it. It invests the 
Administrator with a great deal of discretion and responsibility. It seems to me 
that it would be a wise move if the Congress should give the Administrator 
some guide to the exercise of his discretion in the form of an appropriate declara- 
tion of policy to be incorporated in the amended act. I have been bold enough, 
merely by way of suggestion, to draft what I would regard as a generally 
appropriate declaration of such policy. I will return to that suggestion at the 
end of my remarks. 

If I can add anything of value to the discussion it will be by underscoring and 
emphasizing that the Administration has to deal with two aspects of inventions 
(1) the invention itself; i.e., the technological advance that has been achieved 
and (2) the monopoly, limited in duration, that has been created under the 
constitutional provision (art. 1, §8) to promote the progress of useful arts. 

It takes little consideration to realize that the interests of the United States 
will be protected and advanced by quite different procedures in dealing with 
these two aspects. 

As to the technological advance, those interests of the United States which 
depend upon the availability for use by the Government and its contractors 
of the technological improvement are amply taken care of by “an irrevocable, 
nonexclusive, nontransferable, royalty-free license for the practice of such in- 
vention throughout the world by or on behalf of the United States or any foreign 
government pursuant to any treaty or agreement with the United States” 
(305(f)). 

But the situation is quite different as to the monopoly, limited in duration— 
the right to exclude—granted to the inventor or his assignee by the Government 
under the patent law. This difference is implicitly recognized and pretty well 
expressed in the new “policy” paragraph 1245.103 of the rules and regulations 
of NASA. 

“(a) the stimulus of private ownership of patent rights will encourage the 
development of the invention to the point of practical application earlier than 
would otherwise be the case, or (b) there are substantial equities justifying 
the retention of private rights in the invention.” 

This right to exclude left in the hands of the United States is of no use to 
anyone because it becomes in fact available to everyone. It no longer retains 
the incentive value of a patent in competitive private ownership. The United 
States never has undertaken to exclude and I am convinced that it never will 
undertake to exclude any citizen of the United States from the use of a Gov- 
ernment-owned patent monopoly. There are obvious reasons why this has 
been so. 

During the First World War our Government came into possession of patent 
rights in many valuable inventions. particularly in the chemical industry ; most 
of them in the hands of the Alien Property Custodian. There was a great deal 
of discussion about exploiting these rights in this country. The need to pre- 
serve the incentive, to protect the risked investment of money, time, and skill 
by a pioneering exploiter, was well understood, and it was recognized that this 
would involve the discriminatory granting of licenses to favored persons or 
corporations in important fields of industry. It was seen that the enforcement 
of the right to exclude on which the licensee or licensees would rely for re- 





1Mr. Davis is past president of the New York Patent Law Association. 
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coupment of their investments would entail the setting up—presumably in the 
Department of Justice—of a patent litigating section to enforce the monopoly 
by suits in the Federal courts against less favored citizens who might challenge 
the validity of the patent monopoly or the propriety of the discrimination. The 
Wilson administration decided, on what I think was very good advice, to keep 
out of any such mess. 

Because the development of atomic energy has been primarily a Government- 
financed enterprise, the United States since 1946 has become the owner of ex- 
tensive patent rights in that field. The Atomic Energy Commission has granted 
nonexclusive licenses to all comers without royalty, but it has never granted 
exclusive licenses to favored persons or corporations, and I am quite sure that it 
never will. . 

Thus, the vesting of the right to exclude in the U.S. Government does not 
advance—it sets back—the interests of the United States, defeating the purpose 
of article 1, section 8, of our Constitution, by emasculating the incentive of the 
patent law to encourage “the development of the invention to the point of prac- 
tical application earlier than would otherwise be the case” and effectively ig- 
noring the “substantial equities justifying the retention of private rights in the 
invention” (NASA rules and regulations, sec. 1545.103). 

What I am saying is that rational consideration of the interests of the United 
States must recognize (a) that monopoly rights in patents for inventions can- 
not usefully be vested in the Government; (0) that the Congress should eschew 
the vesting in the United States of such monopoly rights; and (c) that Congress 
should leave the monopoly rights in private ownership where they stimulate in- 
vention and development of technological innovation. 

I am not unaware that looking at the matter from the point of view I have 
stated leads to the same conclusion that has been pressed upon this committee 
by others—a complete condemnation of section 305 of the National Aeronautics 
and Space Act of 1958. Indeed, as a spokesman before your committee for 
the Committee on Patents of the Association of the Bar of the City of New 
York, I am directed to call the attention of this committee to the following reso- 
lution adopted by the Committee on Patents and transmitted to the General 
Counsel of the NASA: 

“Resolved, That the interests of the United States would be best served if 
the contractor would retain title to all inventions made under the National 
Aeronautics and Space Act of 1958 and the Administrator retain for the Govern- 
ment only a nonexclusive, royalty-free license.” 

I think this conclusion is implicit in the fact that we cannot shut our eyes 
to what would be the practical consequence of replacing the vesting of exclusive 
rights in the United States called for in section 305 by the vesting of that right 
in the inventors or their assignees, the contractors. 

It is only too clear that vesting this monopoly in the United States lays a dead 
hand upon the incentive to progress in the useful arts for which our Constitution 
intended it. The procedure is, I suggest, like that of the wicked and slothful 
servant who went and hid his talent in the earth; whereas vesting the right to 
exclude is that of the good and faithful servant who receiving the five talents 
“went and traded with the same.” Or should I say that section 305 as it now 
stands is best compared to the dog in the manger who slept on the hay and kept 
the cows from eating it? 

I only wish that I could give to this committee a concrete picture of what 
the now recommended disposition of the patent monopoly could, if we are to 
judge by experience, amount to in aeronautics and the exploration of space. 
To what extent retention of the patent monopoly by the United States under 
section 305 is an impediment to getting contractors to take on these Government 
contracts involving research and invention in aeronautics and the exploration 
of space is a question as to which I have no specific, concrete knowledge or 
experience. It is certain; however, that the arrangement of section 305 is no 
enticement to a contractor ; whereas the substitute provision now proposed would 
be a very real enticement. Indeed we would be justified in hoping that it might 
give rise to competition among contractors to the obvious advantage of the in- 
terests of the United States. But beyond the contractors let us take a look 
at the individuals; because it is individuals not contracting corporations that 
make inventions. So long as the individual employee knows that his employer 
can reap no advantage from patent rights he can hardly expect that the employer 
will extend to him any special compensation for his invention. It is, of course, 
the common and perhaps necessary practice that the employees in such work 
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should be under contract to assign their inventions to the employer, but it would 
be a great mistake to suppose that because of this the employees who are inven- 
tors are not rewarded either in money compensation or in status. I believe that 
any experienced director of research or any experienced patent lawyer could 
cite many instances in which an employee under contract to assign his inven- 
tions to his employer nevertheless has been able, having made a significant in- 
vention, to improve—even to revolutionize—his status in the organization. The 
interests of the United States require, I respectfully submit, that this incentive 
to the development of advanced technology in the exploration of space should be 
jealously guarded and effectively used. 


CONCLUSION 


The interests of the United States in patentable inventions made in the carry- 
ing out of Government contracts related to space activities require— 
1. That the free right to use the invetions (i.e, the technological im- 
provements) for governmental purposes be vested in the Administration. 
2. That the monopoly right to exclude others from the use of the inven- 
tions be vested in the inventors or the contractors. 


SUGGESTED DECLARATION OF POLICY 


Recognizing that the monopoly right to exclude others from the use of an 
invention for a limited term granted under our patent law is a right that has 
never heretofore been exercised by the United States to authorize the use of the 
invention by a particular individual or corporation to the exclusion of other 
citizens and that it is not a right apt to be used in that way, and further recog- 
nizing that this monopoly right to exclude is in private ownership apt to pro- 
mote the progress of a useful art and specifically of aeronautical and space 
activities and to encourage the development of the invention to the point of 
practical application earlier than would otherwise be the case, and that there 
are substantial equities justifying the retention of this private right in the 
invention by inventor or his assignee; it is the policy of this act to vest that 
monopoly right to exclude in the inventor or his assignee subject only to such 
conditions as, in a particular case, may clearly and peculiarly require that the 
monopoly right to exclude, or some part of it, be retained by the United States. 





APPENDIX XII 


STATEMENT OF FLoyp H. CREWS AS A REPRESENTATIVE OF THE NEW YORK PATENT 
LAW ASSOCIATION MADE BEFORE THE SUBCOMMITTEE ON PATENTS, HOUSE SCIENCE 
AND ASTRONAUTICS COMMITTEE, DECEMBER 2, 1959 


My name is Floyd H. Crews. I live at 19 Montrose Road, Searsdale, N.Y. 
I am a patent lawyer, and am a member of the firm of Darby & Darby, with 
offices in the Chrysler Building, New York City. I am appearing here today as 
a representative of the New York Patent Law Association, an organization 
with more than 1,000 members. I am a past president of the association. 

The board of governors of the New York Patent Law Association has adopted 
the following resolution: 

“Resolved, That the board of governors of the New York Patent Law Asso- 
ciation approves the resolution of the house of delegates of the American Bar 
Association adopted during its February 22-24, 1959 meeting.” 

The resolution of the house of delegates of the American Bar Association which 
was thus approved reads as follows: 

“Resolved, That the American Bar Association approves the retention by a 
contractor of full title to all patent rights arising out of research or developing 
contracts sponsored primarily for governmental use by any Government depart- 
ment, agency or the like, subject only to a royalty-free, nonexclusive license to 
the Government for governmental purposes, but not to enable the Government 
to furnish services and supplies to the public in competition with a contractor 
and its licensees; and be it further 

“Resolved, That the American Bar Association specifically disapproves those 
provisions of the national aeronautics and space law of 1958 relating to such 
patent rights.” 

49646—60———-29 
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The remainder of my remarks has not been approved by the board of gover- 
nors, but is my own explanation of why I approve and support the resolution I 
just read. 

I should like to discuss what the effects upon aeronautics and space technology 
would be if section 305 contained no waiver provision. I believe such an ap 
proach will throw light on the fundamental question of what policy should 
underlie any amendment of section 305. 

The patent system accomplishes at least five positive and important things in 
promoting the progress of the useful arts: 

1. It stimulates invention ; 

2. It promotes disclosure—avoids secrecy ; 

3. It encourages venture capital to take large risks in new and untried fields 
of technology ; 

4. It stimulates further competition in invention; 

5. It makes inventions freely available to the public after the expiration of 
the patents. 

If section 305 contained no waiver provision these benefits would be almost 
completely lost. I will discuss each of them. 


1. It stimulates invention 

We like to think of ourselves as an inventive nation. Perhaps we are, since 
degree of inventiveness is purely a relative matter. But it should not be for- 
gotten that we are turning out new inventions at the rate of approximately one 
invention per person for each 6,000 years—hardly a rate to cause excitement. 

We are a great industrial nation. Weare said to have vast national resources, 
But we have important natural resources only to extent we have developed and 
expanded our meager store by invention. Water power, for example, is a 
nuisance rather than an asset except for electricity. The American Indian had 
all the natural resources we have today, but he never used them or knew they 
existed. Our greatest natural resource has been our inventiveness. 

We have become a great industrial nation by inventing at the rate of one 
invention per person for each 6,000 years. Instead of a flood of invention we 
have had a trickle. We do not dare turn the trickle down. 

That section 305 without the waiver provision would turn the trickle down 
has, in my mind, been demonstrated convincingly by Mr. Robert A. Solo in his 
Study No. 18 for the Subcommittee on Patents, Trademarks, and Copyrights of 
the Committee on the Judiciary of the U.S. Senate (the so-called O’Mahoney 
subcommittee), issued earlier this year. I suggest that that study deserves the 
most careful consideration. 


2. It promotes disclosure—awoids secrecy 

So far as I know no one has ever questioned the value and importance of the 
patent system in this area. We have in the Patent Office nearly 3 million 
patents, covering in detail every ramification of every subject in the physical 
sciences to which the mind of man has been applied. And all of these patents 
are classified and subclassified by subject matter. The U.S. Patent Office has 
become the greatest storehouse of usable technical information ever seen in 
the world. It excels the greatest library in the world, and probably all of them 
put together, so far as technology is concerned. We can all be very proud of 
the service done by the patent system and the Patent Office in disseminating 
scientific knowledge. 

The greatest harm that could be done to American technology—and I think 
that means to the country itself—would be to create conditions under which 
inventions would be kept secret. 

Actually, it is difficult to give a technical secret away. It must be given away 
to the right person, at the right place, at the right time. But what we are 
striving to do, and what the patent system has accomplished admirably, is to 
give secrets away under usable conditions. Only by giving secrets away under 
usable conditions can technology advance. Only in that way can we be released 
from the slow advance of one independent, isolated, unknown invention per 
person for each 6,000 years. Only in that way can we build on the past. 

Without the waiver provision of section 305 there would inevitably be secrecy 
rather than open disclosure. This, again, is demonstrated by Mr. Solo’s study. 


8. It encourages venture capital to take large risks in new and untried fields of 
technology 
Without the waiver provision, section 305 would in effect wipe out private 
patents in aeronautics and space, as most of those directly interested would 
have some sort of Government contracts. 
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A patent provides protection for 17 years and then is gone. Section 305 
would wipe out the 17 years and make it available immediately. Offhand this 
would seem to be a tremendous advance—an advance of 17 years multiplied 
by the number of inventions. 

What we have to remember is that it is not the number of inventions that 
are made, but the number that get into use that is important. Today’s Patent 
Office could have been set down complete in Washington or Plymouth Rock in 
1620 without effecting any change in the economy. 

We have only to remember the history of invention to realize how important 
patents have been to technological advance through their contribution to risky 
enterprise. The steamboat, locomotive, cotton gin, revolver, barbed wire, type- 
writer, linotype, telegraph, telephone, bicycle, electric light, electric motor, 
internal combustion engine, air brakes, macadam roads, talking machine, air- 
plane, moving pictures, washing machine, radio, nylon, synthetic rubber, tele 
vision, coaxial cable, helicopter, penicillin, plastics, transistor electronic 
computer, video tape, and color TV—not to overlook the Boeing 707, the Douglas 
DC-S8 and whatever planes will follow—are a few familiar examples. 

More than $100 million has been spent on color TV with no return so far. 
It would not have been spent without the reasonable hope of profit. Without 
patents there would be little hope of a return which could justify such a 
gigantic risk. And this is a typical case except for the amount involved. 

It is not the expiration of patents that gets new inventions into use. It is 
the temporary right to exclude that encourages risk in new and untried fields. 
They get into use more widely after the patent expires because they have been 
developed and perfected under patent protection. 


}. It stimulates further competition in invention 


This is perhaps the least understood of the important functions performed 
by the patent system. A patent conveys exclusive rights only in the specific 
mechanism by which a useful result is accomplished—or in a specific product 
or process. A patent on nylon does not grant any rights to exclude orlon or 
dacron. A patent on an airplane grants no right to exclude a helicopter. 

Improvement is always possible. There is always a better process, a better 
machine, a better product. The transistor replaced the radio tube which re- 
placed the alternator. For some purposes the helicopter replaced the airplane, 
which replaced the automobile, which replaced the horse. 

If patents are abolished, which is the same thing as patents being assigned 
to the Government, there is no need for counterinvention, and no incentive. 

The subject of competitive invention has been discussed thoroughly by Mr. 
George E. Frost in his Study No. 2 for the O’Mahoney subcommittee entitled 
“The Patent System and the Modern Economy.” His study deserves careful 
consideration. 


5. It makes inventions freely available to the public after expiration of patent 

It is not enough that inventions be made or patents granted. They must be 
brought into use. If Morse had simply invented and patented the telegraph, 
or Bell the telephone, or de Forest the oscillator, without more, there would 
be no real advanee. When a new product has been established, or a new in- 
dustry built, under patent protection, the stage of special risk is passed. With 
the expiration of the patent anyone willing to take ordinary business risks may 
enter the field. 

Without the waiver provision there would be no patent protection for special 
risks and the new product or new industry would not get developed. There 
would therefore be no new technology developed which would be available 
to the public on the expiration of the patent. 


THE WAIVER PROVISION 


I have been discussing section 305 as though it contained no waiver provision. 
Of course it does contain such a provision. 

Waiver is mentioned in section 305(a) as an exception to the basic policy 
there stated, and section 305(f) prescribes the condition that there may be 
such waiver if “the interests of the United States will be served thereby.” 

The Administrator and his legal staff have done an excellent job of serving 
the interests of the United States in administering section 305. They have 
recognized and understood the vital role played by patents in private hands 
in advancing technology. But it could have been otherwise. The act left it 
with the Administrator to determine what policy would best protect the in- 
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terests of the United States. The act made it possible for an uninformed 
Administrator to have made the act into a piece of monumental legislative 
folly. And with a change in Administrators that could still occur, without any 
change in the act itself. 

My point is that Congress should itself make policy, and not permit policy 
to be made and changed at the whim of some chance Administrator. The fact 
that we have been lucky so far in the administration of the act does not make 
this good legislation, or insure continued luck. 

This country has grown great economically and militarily through inventions 
backed by venture capital. That has been possible only through the patent 
system which has encouraged the making and promotion of new inventions at 
great cost and risk. It should be established as the unalterable policy of Con- 
gress that aeronautics and space should have the full benefit of private patents 
in private hands. That has been proved to be the path of greatest progress 
at least expense. Only in that manner will the minds and pocketbooks of men 
be freed and encouraged to new adventure in prying open the doors of progress, 

I cannot close without saying a word about section 305(h). That is the 
section that authorizes the Administrator to take all suitable and necessary 
steps “to protect any invention or discovery to which he has title” and to require 
that contractors or persons who retain title to inventions or discoveries under 
this section “protect the inventions or discoveries” to which the administration 
has or may acquire a license of use. 

This language is meaningless. I do not know, and I am sure no one else 
knows, what it means to “protect” an invention. One could speculate at length 
on what this language meant to the anonymous author. There are a great many 
possible meanings. 

This entire section 305 was added at the last moment on the floor without 
public hearing. The entire section in general, and section 305(h) in particular, 
is an example of the uncertainties and dangers involved in such impromptu 
legislation. 


APPENDIX XIII 


LETTER FrRoM J. BJORKSTEN, PRESIDENT, BJORKSTEN RESEARCH LABORATORIES FOR 
InpustrY, INc., Houston, TEx. 


DECEMBER 30, 1959. 
Hon. RUSSELL Lone, 
Chairman, Monopoly Subconmittee, 
U.S. Senate, Washington, D.C. 


Dear SENATOR LONG: * * * As president of a small organization (just less 
than 100 persons), which over the years has deyoted about one-half of its man- 
power to defense research, I feel impelled to make a few comments. 

Only a very small percentage of defense patents will pay off, but all cost 
money to prosecute. We have over the last 15 years filed about 200 patents 
and patent applications, and the income we have had from defense-derived 
patents to date is still less than our cost for obtaining the patents. 

It seems to be assumed that when the Government allows a 6 to 7 percent 
profit on cost-plus-fixed-fee contracts, this should be adequate. However, this 
6 to 7 percent profit in actual practice is reduced to almost nothing by: 

(1) The fact that the Government often takes a very long time in paying for 
the research done and does not compensate for interest charges. We have had 
to wait for payments for a year or more while reports were being passed around 
from desk to desk for final approval, or returned to us for purely formal changes 
before we even could invoice. 

(2) When a merchant is allowed 6 or 7 percent profit on an item the deal 
may be consummated in a matter of a few weeks or months and he can then 
make another 6 or 7 percent on another deal so that he makes that profit several 
times in a year. On research contracts, however, the profits are figured on a 
yearly basis so that a small firm selling research to the Government is in the 
position of the merchant who can turn over his goods only once a year. 

(3) Deductions on technicalities of various kinds further whittle down the 
theoretically allowed 6-7 percent profit, often to the vanishing point. To be 
specific, last year on a research volume between $300,000 and $400,000 worth 
of Government contracts, our net profit was between $10,000 and $15,000. I 
believe that our experience is representative of that of the majority of small 
organizations doing research business for the Government. 
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Under such circumstances the only fact that justifies our doing business for 
the Government, on research, aside from a desire to be of help, is the rather 
remote possibility of obtaining a profitable patent situation. If the Govern- 
ment were to retain all the patent rights on defense contracts we could no 
longer justify bidding for any Government defense work. 

Therefore, if a ruling should be passed for Government ownership of all 
patents deriving from defense research, it would be necessary to greatly liberal- 
ize the terms in other regards to small business on such contracts so that these 
would substantially match the terms offered by private industry on contract 
research where patent rights go to the sponsor, which are a 15 percent per 
annum fee with a minimum of bookkeeping, prompt payment, and right to in- 
voice promptly. 

In order to give substance to these comments I am taking the liberty of 
enclosing a couple of bulletins showing research in which we have been engaged 
and which we are free to make public. 

Very respectfully yours, 
BJORKSTEN RESEARCH LABORATORIES, INC., 
J. BJORKSTEN, President. 





APPENDIX XIV 


STATEMENT By AMERICAN BAR ASSOCIATION TO THE SUBCOMMITTEE ON MONOPOLY 
OF THE SENATE SMALL BUSINESS COMMITTEE 


This statement is submitted by the American Bar Association in order to 
make known to this subcommittee the association’s views with respect to patent 
rights arising out of Government-sponsored research and development contracts. 

The position of the American Bar Association with respect to this subject 
is set forth in the following resolution adopted by the house of delegates of 
the American Bar Association during February 1959: 

“Resolved, That the American Bar Association approves the retention by 
a contractor of full title to all patent rights arising out of research or develop- 
ment contracts sponsored primarily for governmental use by any governmental 
department, agency, or the like, subject only to a royalty free, nonexclusive 
license to the Government for governmental purposes, but not to enable the 
Government to furnish services and supplies to the public in competition with 
a contractor and its licensees.” 

Reasons supporting the position of the American Bar Association, and more 
specifically, the application of this principle to small business, include the 
following : 

1. Particular benefit to small business which, in many cases, depends upon 
adequate patent protection to be able to compete effectively with larger 
enterprises. 

2. Incentive to the best-qualified small business contractors to become more 
interested in doing governmental research and development, thereby better in- 
suring to the Government research and development work of the highest quality. 

3. Assuring the Government all the rights it needs for its purposes, including 
that of reaching multiple supply sources represented by small business, while 
enabling the Government to avoid a number of problems, such as filing and 
prosecuting patent applications, consideration of the nature of licenses granted, 
ete. 

4. Probability of ultimate decrease in cost of Government research and de- 
velopment work. 

The principle expressed in the resolution set forth above is in accord with 
our constitutional policy of securing to inventors the exclusive right (title) 
to their inventions and discoveries for a limited period of time. It is in accord 
with the consensus of opinion of practitioners of patent law that commercial 
exploitation of inventions is best encouraged by such a policy. It is also in 
accord with the practice of a number of Government departments, including the 
Department of Defense, of permitting the contractor to retain title to patents 
on inventions made in the performance of research and development contracts, 
subject to a nonexclusive royalty-free, irrevocable license to the Government 
for governmental purposes, 

This subcommittee is interested in ways and means for aiding small busi- 
ness. It is believed that the incentives furnished by the patent system do aid and 
encourage small business. Indeed, as long as the Government obtains license 
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rights for governmental purposes so that Government needs can be satisfied, with 
small business participating in Government procurement contracts, any policy 
which would tend to stifle the incentive of small business to exploit inventions 
commercially for nongovernmental purposes appears to be contrary to the 
objectives of this subcommittee. 

It is submitted, therefore, that the position of the American Bar Association 
as set forth in the resolution above is the position which should be adopted by 
this subcommittee insofar as small business is concerned. 

ANDREW B. BEVERIDGE, 
Chairman, Committee No. 601—Legislation, Section of Patent, Trade- 
mark and Copyright Law, American Bar Association. 


APPENDIX XV 
PATENT POLICIES OF LARGE PRIME CONTRACTORS 


OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE, 
SUPPLY AND LOGISTICS, 
Washington, D.C., January 15, 1960. 
SENATE SMALL BUSINESS COMMITTEE. 
GENTLEMEN : In regard to Senator Long’s inquiry at pages 561 and 562° per- 
taining to the patent policies of the 20 largest prime contractors, I enclose the 
original letters * received from the following : 


The Martin Co. 
Chrysler Corp. 
Republic Aviation Corp. 
United Aircraft Corp. 
Westinghouse Electric Corp. 
Boeing Airplane Co. 
International Business Machines Corp. 
McDonnell Aircraft Corp. 
When we receive replies from the following contractors we will furnish them, 
and this will complete the requirement : 
Sperry Rand Corp. 
General Dynamics. 
North American Aviation, Ine. 
General Electric Co. 
Lockheed Aircraft Corp. 
Douglas Aircraft Co. 
Hughes Aircraft Co. 
American Telephone & Telegraph Co. 
Raytheon Manufacturing Co. 
Grumman Aircraft Engineering Corp. 
Bendix Aviation Corp. 
General Motors Corp. 


Sincerely yours, 
G. C. BANNERMAN, 


Director for Procurement Policy. 
Enclosures: Letters from contractors. 


BokEING AIRPLANE Co., 
Seattle, Wash., January 7, 1960. 
Mr. Pure LEBOUTILLIER, Jr., 
Deputy Assistant Secretary of Defense, 
Washington, D.C. 

DeaR Mr. LEBouTILLIER: This will acknowledge your inquiry of December 22, 
1959, concerning our practice in acquiring rights in inventions made by our 
subcontractors in the course of research, developmental, or experimental sub- 
contracts. , 

Boeing Airplane Co., does not acquire either license rights in, or title to, in- 
ventions made by its subcontractors under Defense Department prime contracts. 





1 See p. 296. 
2See app. XV(A), p. 453, for copy of letter addressed to these contractors by Defense 


Department. 
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With minor exceptions, the same is true in the case of other (non-Defense 
Department) contracts. The principal exception was an arrangement we had 
with one company in the course of our commercial thrust-reverser-sound-suppres- 
sor research; under that contract each party received certain license rights in 
inventions made by the other. 

We do acquire title to inventions made by consultants, or by employees of an- 
other company under what we call technical assistance or technical services 
agreemnts, which agreements are closely analogous to consulting agreements, if 
the agreements are Boeing funded (i.e., not under a Government prime con- 
tract). 

Our practice, which is more liberal than that of the Government, is based upon 
the beliefs that a master-servant relationship does not exist between Boeing and 
its subcontractors, and that leaving the patent rights with the originator is an 
incentive to him to accept the job and do his best. 

Very truly yours, 
WILLIAM M., ALLEN, President. 


CHRYSLER CoRP., 
Detroit, Mich., January 4, 1960. 
Mr. Puivie LEBOUTILLIER, Jr., 
Deputy Assistant Secretary of Defense, Supply and Logistics, 
Washington, D.C. 

DeaR Mr. LEBOUTILLIER: Mr. Colbert has received your letter of December 
22, 1959, read it, and referred it to me for answer. We are glad to give you 
the information you desire. 

You ask for our policy on four items which we enumerate below, together 
with our answers. 

1. Question. Acquiring title to subcontractors’ inventions under defense con- 
tracts. 

Answer. Should we have a contract with the Government requiring us to 
obtain title to inventions made by our manufacturing subcontractors, we will 
use our best efforts to obtain title. To date, however, none of our contracts 
have so obligated us except for the broad provision in certain space contracts 
to comply with the provisions of the Space Act. 

2. Question. Acquiring license to such inventions. 

Answer. Some of our Government contracts require us to attempt to obtain 
free licenses from subcontractors for the benefit of the Government and in those 
instances we use our best efforts to obtain such licenses. 

3. Question. Acquiring title to contractors’ inventions under your own con- 
tracts. 

Answer. When we make research and development nondefense contracts with 
manufacturing contractors it is not our policy to require conveyance to us of 
title to inventions made in the performance of the contracts. If we make such 
contracts with individuals (as distinguished from manufacturing concerns) we 
are likely to ask for title and we pay a fee to justify that course. 

4. Question. Acquiring license to such inventions. 

Answer. When we make nondefense research and development contracts it 
is our policy to require conveyance to us of a nonexclusive free license to prac- 
tice inventions made in the performance of the contracts. 

If there is any further information we can give you on this subject, please do 
not hesitate to ask us for it. 

Yours very truly, 
J. Kine HARNESS. 





INTERNATIONAL BUSINESS MACHINES Corp., 
New York, N.Y., January 7, 1960. 
Mr. Puivie LeBoutTi.iier, Jr., 
Deputy Assistant Secretary of Defense, Supply and Logistics, 
Department of Defense, Washington, D.C. 

Deak Mr. LeBouritiier: IBM is pleased to cooperate with the Department 
of Defense by furnishing the information requested in your letter of December 
22, 1959, to Mr. Watson. 

_ Information provided in the following numbered paragraphs corresponds to 
Similarly numbered categories set forth in your letter. 
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1. IBM’s policy is to not acquire title to research and development subcon- 
tractors’ inventions under defense contracts. 

2. IBM’s policy is not to acquire a license to research and development sub- 
contractors’ inventions under defense contracts, except under special circum- 
stances; e.g., where IBM has furnished a design upon which the subcontractor’s 
study or development is based. This is a rare occurrence. 

3. Where IBM places a commercial contract for research and development 
work with another company, it is our usual practice to specify that the contractor 
has the first right to file both domestic and foreign patent applications on his 
inventions. When the contractor fails to file any patent application in any 
country on an invention, IBM will receive title to the inventions made by the 
contractor. 

Where the contractor is an established research or engineering organization 
which customarily assigns title to the sponsoring organization, we also receive 
title. 

Further, we receive title when the contract calls for joint development and 
IBM provides a significant amount of technical information, advice, counsel, 
or other assistance. 

In each of the above situations when IBM receives title, the contractor is 
given a worldwide, nonexclusive, royalty-free license with the right to sublicense 
others without limitation. 

Where the work of the contractor is likely to result in a design patent, IBM 
receives title to protect the distinctive design of its equipment. 

4. Where IBM places a commercial contract for research and development 
work with another company, it is our usual practice to specify that the contractor 
has the first right to file both domestic and foreign patent applications on his 
inventions. If he files in one or more countries, IBM may request similar filing, 
at IBM’s expense, in additional countries. Under the above situations, the 
contractor grants IBM a worldwide, nonexclusive, royalty-free license, with 
the right to sublicense IBM subsidiaries. 

It is hoped that the above information will be sufficient for your response 
to the subcommittee. Should you have any questions regarding this information, 
please let me know. 

Very truly yours, 
J. W. BIRKENSTOCK, Vice president. 


THE MARTIN Co., 
Baltimore, Md., December 31, 1959. 
Mr. Puiiep LEBOUTILLIER, Jr., 
Deputy Assistant Secretary of Defense, 
Department of Defense, 
Washington, D.C. 


DEAR Mr. LEBOUTILLIER: Your letter of December 22, 1959, requested informa- 
tion with respect to the policy of the Martin Co. in the matter of obtaining rights 
in inventions made or first reduced to practice by subcontractors when the 
prime contract is a Defense Department contract for research and development 
or for experimentation and contains a standard patents clause (ASPR 9—107.2). 
It is understood that you require this information for use in responding to cer- 
tain inquiries made by the Subcommittee on Monopoly of the Select Committee 
on Small Business, U.S. Senate. 

In the fields of research and development and experimentation for the Depart- 
ment of Defense, the Martin Co. performs generally under cost-type contracts. 
In subcontracting under such contracts, a general company subcontract patent 
clause is used under which the subcontractor agrees to grant to the Govern- 
ment an irrevocable, nonexclusive, nontransferable, royalty-free license to prac- 
tice subject inventions conceived or first actually reduced to practice under the 


subcontract. The Martin Co. receives neither title to nor a license to use such. 


subject inventions. Title remains in the subcontractor. We believe this policy 
to be consistent with the general philosophy that subcontractors should have 
commercial rights in their inventions, improvements, and discoveries. 

On the other hand, when the Martin Co.’s own funds are involved, title to 
inventions conceived or reduced to practice by subcontractors vests in the 
company. The same is true with respect to consultants. 
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We trust that the foregoing will assist you in preparing a reply to the sub- 
committee. Should you or the subcommittee require any additional information, 
we shall be happy to furnish it. 

Very truly yours, 
W. B. BERGEN. 


McCDONNELL AIRCRAFT Corp., 
St. Louis, Mo., January 7%, 1960. 

(Attention : Philip LeBoutillier, Jr., Deputy Assistant Secretary of Defense.) 

Subject: Patent clauses used with subcontractors. 

Reference: (a) Letter dated December 22, 1959. from Philip LeBoutillier, Jr., 
Deputy Assistant Secretary of Defense (Supply and Logistics), Washington, 
D.C. 

ASSISTANT SECRETARY OF DEFENSE, 

Washington, D.C. 

Dear Str: 1. In response to your request for information on the subject con- 
tained in reference (a), the following procedure is used by MeDonnell Aircraft 
Corp. (M.A.C.) for all subcontracts to suppliers for experimental, research and 
development work. 

2. For all types of R. & D. prime contracts, whether the “cost plus fixed fee” 
type or the “incentive fixed price” type is used for the subcontract, M.A.C. in- 
cludes in the subcontract a form which automatically incorporates all Armed 
Services Procurement Regulations (ASPR) which are in M.A.C.’s price contract. 

8. This contractor attempts to obtain from subcontractors, under R. & D. work, 
the incentive-fixed-price type of subcontract and has been successful in a very 
high percentage of negotiations. This type of subcontract gives M.A.C. more 
precise control of the expenditures under our prime contract. In this case we 
simply use the ASPR clauses, as a royalty-free, nonexclusive, and nontransferable 
license on all inventions automatically accrues to the Government. 

4. In more complicated subcontracts which would call for considerable research, 
development, and experimentation, M. A. C. submits to the subcontractor an addi- 
tional form which has the following patent-rights clause in it: 


PATENT RIGHTS 


(a)Seller hereby assigns to M.A.C. all patent, design, and reproduction rights 
under all inventions, improvements, and developments which were first con- 
ceived or reduced to practice in connection with the work hereunder, subject 
to any rights which the Government may have. 

(b) For all designs, inventions, and development incorporated in the work, 
M.A.C. is hereby granted a nonexclusive royalty-free license or sublicense by 
seller under all licenses, patents, and patent applications which seller now owns 
or may acquire. Under such license or sublicenses, M.A.C. may produce or have 
produced, for sale or use throughout the world, said designs, inventions, develop- 
ments, improvements, or devices, and improved forms thereof developed by 
M.A.C. 

In many instances paragraph (b) would not be applicable, and therefore it is 
either deleted entirely or the following clause is substituted in lieu thereof : 

(b) (alternate) Seller agrees to grant and does hereby grant to M.A.C. any 
necessary license or right to incorporate in aircraft of similar basic design seller’s 
background patents, design, and proprietary rights on mutually agreeable and 
reasonable royalties, terms, and conditions, such terms and conditions being 
at all times no less favorable than granted by seller to any other licensee. 

Further, when the circumstances warrant, the words “U.S. Government” are 
substituted for “M.A.C.” in paragraph (a). 

5. One form or the other of the above clauses, or the variations thereof noted, 
are sought to be included in our subcontracts only to enable M.A.C, to discharge 
all of its responsibilities as a prime weapons system contractor of the Govern- 
ment, and to assure delivery of the weapons on schedule in spite of difficulties 
which might arise at supplier’s plant. In all cases our reason for selecting one 
or another type of clause is explained to the subcontractor and most of them have 
come to accept the intent and wording used for the particular case involved, 
Our purchasing and legal departments do not know of any cases where M.A.C. 
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has had to apply these clauses to obtain adequate performance by the subcon- 
tractors. We have no knowledge of any licenses or patent assignments made to 
M.A.C. thereunder. 

6. Very little of our work is performed under other than Government con- 
tracts: however, the same wording is usually used under nondefense contracts 
for this type of work. 

Very truly yours, 
Tuomas G. RuTLepGeE, Secretary. 


REPUBLIC AVIATION CORP., 
Farmingdale, Long Island, N.Y., January 4, 1960. 


Mr. PuHivie LEBOUTILLIER, Jr., 
Deputy Assistant Secretary of Defense (Supply and Logistics), Department of 
Defense, Washington, D.C. 

DEAR Mr. LEBOurILuIeER: In response to your letter of December 22, the follow- 
ing sets forth the patent policies of Republic Aviation Corp. under research, 
developmental, or experimental contracts: 

Under defense contracts calling for research, developmental, or experimental 
work, and where payment is made for such work in subcontracts issued there- 
under, it is Republic’s policy not to acquire title to subcontractors’ inventions, 
but to obtain licenses for the Government as required by ASPR 9-107.2. Re- 
public also requires an irrevocable, royalty-free license under such subcon- 
tractors’ inventions, but withdraws this requirement upon request. 

Under Republic contracts calling for research, developmental, or experimental 
work, it is Republic’s policy not to acquire title to contractors’ inventions, but 
merely an irrevocable, royalty-free license. 

We hope this information will be helpful in your considerations. 


Sincerely yours, 
Munpy I. PEALE. 


UNITED AIRCRAFT CORP. 
East Hartford, Conn., January 6, 1960. 


Subject: Coorporate policy regarding subcontractors’ inventions. 

Hon. PHitip LEBOUTILLIER, Jr., 

Deputy Assistant Secretary of Defense (Supply and Logistics), The Pentagon, 
Washington, D.C. 


Dear Mr. LeEBoutiLuier: This is in reply to your letter of December 22, 1959, 
inquiring about the policy of this corporation with respect to the acquisition of 
titles or licenses to subcontractors’ inventions under Government contracts and 
non-Government contracts calling for research, development, or experimentation. 
It has been our consistent policy over the years not to acquire for ourselves 
titles or licenses to the inventions of subcontractors, and this is so whether the 
supplier is working as a subcontractor under a Government prime contract 
or as a direct contractor on a non-Government project. Where required to do 
so by the terms of a Government prime contract, we do require subcontractors 
to convey to the Government the license rights in their subject inventions in 
accordance with the provisions of ASPR 9—107.2, but in such instances we do 
not acquire from the subcontractor any additional rights on our own behalf. 

Accordingly, our answers to your four specific questions are as follows: 

1. It is the policy of the corporation not to acquire title to subcontractors’ 
inventions under research, developmental, or experimental defense contracts. 

2. It is the policy of the corporation not to acquire licenses to such inventions. 

3. It is the policy of the corporation not to acquire title to contractors’ inven- 
tions under our own nondefense contracts. 

4. It is the policy of the corporation not to acquire licenses to such inventions. 

The foregoing assumes that agreements with consultants, universities, and 
other research organizations not having production facilities are not the kind 
of contracts to which your inquiry refers and are not within the ambit of the 
Senate subcommittee’s inquiry. However, if they are, we should note that 
where we enter into contracts for our own account with such consultants, univer- 
sities, or research organizations not having production facilities, we generally 





_—— OO 








PATENT POLICIES OF THE FEDERAL GOVERNMENT 


1959 451 


require that either title or a license to inventions made in the course of the 
research work be conveyed to the corporation. 
Sincerely, 
W. P. Gwinn, President. 





WESTINGHOUSE ELECTRIC CorP., 
Pittsburgh, Pa., January 7, 1960. 
Mr. Puiie LEBOUTILLIER, Jr., 
Deputy Assistant Secretary of Defense 
(Supply and Logistics), 
Washington, D.C. 


Deak Mk. LEBOUTILLIER: Your letter of December 22 to our president, Mr. 
Mark W. Cresap, Jr., requesting information relative to our policy of acquiring 
patent rights under research, development and experimental contracts has been 
referred to the patent department for reply. 

Our policy is as follows: 

1. We do not acquire title to subcontractors’ inventions under defense con- 
tracts. We operate under the patent rights clause 9-107.2 of ASPR and with 
respect to subcontractors, we follow the provisions of paragraph (g) of this 
clause. 

2. We do not acquire licenses from subcontractors under their inventions made 
during the performance of defense contracts. As stated above, paragraph (g) 
of 9-107.2 covers the procedure which we follow which is for the benefit of the 
Government. 

3. With respect to the matter of acquiring title to contractors’ inventions 
under our own nondefense contracts, it is our policy not to acquire title for the 
very good reason that most contractors like ourselves refuse to accept a contract 
of this kind on this basis. We have, in the past, entered into very few de- 
velopment contracts for the reason that Westinghouse is a research and devel- 
opment company and prefers to do this kind of work for itself. As you know, 
most contractors are quite reluctant to enter into a contract which provides for 
transfering of titles to inventions which it makes, particularly where these in- 
ventions may relate to its own general line of activity. 

In some few instances, we may enter into a joint development agreement, but, 
in this type of agreement, each party retains title to its own inventions. Some- 
times, not always, each party grants the other a free nonexclusive license under 
patents acquired covering inventions made during the performance of the con- 
tract. If joint inventions are made, each party acquires an undivided one- 
half interest, which is the usual procedure with respect to joint inventions. 

4. As explained in paragraph 3 above, we may acquire a nonexclusive license, 
particularly if the invention made by the other party relates to our own product 
activity. In some instances, there is no exchange of licenses. We have only 
a few of these joint development agreements. 

I believe that this covers the four categories of information you requested, 
but, if not, we shall be glad to give you any additional information you may 
require. 

Sincerely yours, 


, 


G. M. CRAWFORD, 
General Patent Attorney. 





NortH AMERICAN AVIATION, INC., 
Los Angeles, Calif., January 11, 1960. 
Hon. Puirip LEBOvurILuIER, Jr., 
Deputy Assistant Secretary of Defense (Supply and Logistics), 
Washington, D.C. 

Dear Mr. LEBouritiier: Reference is made to your letter dated December 22, 
1959, which I acknowledged by my letter of December 29, 1959. 

I am pleased to furnish the following in response to the four items of inquiry 
contained in your letter: 

1. We have not acquired title to any patent covering an invention made by 
a subcontractor under our Department of Defense contracts. It is our general 
policy not to acquire title to inventions under these circumstances. 'To protect 
the interest of all parties concerned, our subcontracts often contain provisions 
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whereby title may be acquired in the event the subcontractor elects not to file 
patent applications. We also engage consultants from time to time to assist 
with specific problems. Our form of consultant agreement provides for our 
taking title to inventions which the consultant may make in the performance 
of the services which he renders. If any consultant desires to take title to such 
inventions, the form of agreement may be amended to permit him to do so pro- 
vided he files patent applications and otherwise protects the rights of the parties, 
including the Government. The nature of the consultant’s services usually does 
not involve the making of inventions and to date title has not been acquired to 
any invention made by a consultant. 

2. It is our policy not to acquire any licenses under inventions made by our 
subcontractors under Department of Defense contracts where the articles being 
developed are outside of our product line. Where the development is within the 
product line of the company, often the aid and assistance given to the subcon- 
tractor is such as to warrant acquiring a nonexclusive, royalty-free license and 
an effort is made under these circumstances to negotiate such a license. The 
acquisition of such a license, however, is a minor part of the negotiation, and 
if it develops that we are not equitably entitled to a license or if the subcon- 
tractor is the one best qualified to perform the work and refuses to grant the 
license, we do not acquire any such rights. 

3 and 4. With respect to research, developmental, or experimental contracts 
which do not come under our Government contracts, it is our policy to negotiate 
for title to inventions where the work to be performed is specifically to improve 
our products. Otherwise, a nonexclusive royalty-free license is obtained. 

It is hoped that the foregoing information will be of assistance to you. In 
the event you have further questions, we shall endeavor to discuss them. 

Sincerely yours, 
J. L. Atwoon, President. 


RAYTHEON Co., 
Waltham, Mass., January 13, 1960. 
Mr. Puitre LEBOUTILLIER, Jr., 
Deputy Assistant Secretary of Defense (Supply and Logistics), 
Department of Defense, Washington, D.C. 

Dear Mr. LeEBoutI.urer: This is in answer to your letter of December 22, 1959, 
in which you asked for information concerning Raytheon’s policies in respect 
to obtaining invention rights under Defense Department research, developmental, 
or experimental contracts. 

1. It is the company’s policy not to seek to obtain title to subcontractors 
ventions under such contracts. 

2. It is the company’s policy to request the grant of a nonexclusive royalty- 
free license for commercial purposes for such inventions only where the sub- 
contractor has no objection to such a grant. Since most of our subcontractors 
are interested in preserving their commercial rights, in practically every in- 
stance such a license has not been obtained. As a result, during the last several 
years, prebably less than one-half dozen inventions have been reported to the 
company by subcontractors with respect to which the company has obtained 
such a license. 

3. The company’s policy is to retain title te those inventions which it makes 
under its prime defense research, developmental, or experimental contracts 
and which appear to have sufficient commercial value to justify the expense of 
seeking to obtain patents covering them. During 1958 and 1959 the company 
reported to the Government a total of about 137 inventions as being made under 
such contracts. The company elected not to obtain title under about 77 percent 
of such inventions and filed patent applications in its own name on the remaining 
23 percent. 

4. With respect to the inventions made under such Defense contracts upon 
which the company elects not to file patent applications, the company auto- 
matically obtains the license provided in the patent rights contract clause set 
forth in the “Armed Services Procurement Regulation,” section 9—107(b). 

Sincerely yours, 


’ 


in- 


C. F. ADAMS. 
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APPENDIX XV(A) 


Copy oF LETTER ADDRESSED TO 20 LARGE PRIME CONTRACTORS BY THE ASSISTANT 
SECRETARY OF DEFENSE, AT THE REQUEST OF SENATOR LONG 


ASSISTANT SECRETARY OF DEFENSE, 
SUPPLY AND LOGISTICS, 
Washington, D.C., December 22, 1959. 
Mr. E. D. JOHNSON, 
President, General Dynamics Corp., 
New York, N.Y. 

DEAR Mr. JOUNSON: At a hearing on December 10, 1959, before the Subcom- 
mittee on Monopoly of the Select Committee on Small Business, U.S. Senate, 
the chairman, Senator Russell Long, asked the Department of Defense to pro- 
vide the subcommittee with certain information relating to the patent policies 
of the Department’s 20 largest prime contractors. Since the Department does 
not possess the information desired, your help is requested to make our answer 
to the subcommittee as responsive as possible. 

It was explained at the hearing that the Department of Defense pursues 
a policy of acquiring only a royalty-free license to inventions made or first 
actually reduced to practice under a contract having research, development, 
er experimental work as one of its purposes. It was further explained that 
under the standard patents clause, ASPR 9—-107.2) the prime contractor is to 
exert all reasonable effort to include similar provisions in pertinent subcontracts 
or to obtain a waiver from the contracting officer in the event of a refusal 
by the subcontractor before proceeding with the subcontract. The clause ex- 
pressly provides that the prime contractor is not precluded from negotiating 
separately with the subcontractor to acquire on its own behalf rights in the 
subcontractor’s inventions, but that any costs applicable te this separate trans- 
action will not be paid in any way by the Government. 

On the latter point, the subcommittee wants to know whether Defense prime 
contractors follow a policy of acquiring licenses or titles to subcontractors’ 
inventions under Government contracts calling for research, development, or 
experimentation and whether they acquire licenses or titles to their contractors’ 
inventions under their own non-Defense contracts of these types. 

The Department of Defense would appreciate information for the purpose of 
responding to the subcommittee on the policy of your corporation under re- 
search, developmental, or experimental contracts with respect to— 

(1) acquiring title to subcontractors’ inventions under Defense contracts; 
(2) acquiring license to such inventions; 

(8) acquiring title to contractors’ inventions under your own contracts; 
(4) acquiring license to such inventions. 

If it is your policy to determine these issues on a case-by-case basis, it would 
be helpful to have the approximate percentage of titles, licenses, and no rights 
acquired over a representative 2-year period. 

The Department of Defense will appreciate your cooperation. 

Sincerely yours, 
Putte LEBovuTICIIER, Jr., 
Deputy Assistant Secretary of Defense 
(Supply and Logistics). 
Same letter to— 
Mr. W. M. Allen, president, Boeing Airplane Co., 7755 East Marginal Way, 

Seattle, Wash. 

Mr. J. L. Atwood, president, North American Aviation, Inc., Los Angeles Inter- 
national Airport, Los Angeles, Calif. 
Mr. Robert Paxton, president, General Electric Co., 1 River Road, Schenectady, 

WY. 

Mr. C. 8. Gross, president, Lockheed Aircraft Corp., Postoffice Box 551, Burbank, 

Calif. 

Mr. D. W. Douglas, Jr., president, Douglas Aircraft Co., 3000 Ocean Park Boule- 
vard, Santa Monica, Calif. 

Mr. W. P. Gwinn, president, United Aircraft Corp., 400 Main Street, East Hart- 
ford, Conn. 

Mr. W. H. Bergen, president, Martin Co., Baltimore, Md. 





454 PATENT POLICIES OF THE FEDERAL GOVERNMENT—1959 


Mr. Howard R. Hughes, president, Hughes Aircraft Co., Florence Avenue and 
Teale Street, Culver City, Calif. 

Mr. F. R. Kappel, president, American Telephone & Telegraph Co., 195 Broad- 
way, New York, N.Y. 

Mr. J. 8S. McDonnell, Jr., chairman and president, McDonnell Aircraft Corp., Box 
516, St. Louis, Mo. 

Mr. H. F. Vickers, president, Sperry-Rand Corp., 30 Rockefeller Plaza, New 
York, N.Y. 

Mr. C. F. Adams, president, Raytheon Manufacturing Co., Willow Street, Wal- 
tham, Mass. 

Mr. L, L. Colbert, president, Chrysler Corp., 341 Massachusetts Avenue, Detroit, 
Mich. 

Mr. L. A. Swirbul, president, Grumman Aircraft Engineering Corp., Bethpage, 
Long Island, N.Y. 

Mr. M. I. Peale, president, Republic Aviation Corp., Farmingdale, Long Island, 
N.Y. 

Mr. Thomas J. Watson, Jr., president, International Business Machines Corp., 
590 Madison Avenue, New York, N.Y. 

Mr. M. P. Ferguson, president, Bendix Aviation Corp., Fisher Building, Detroit, 
Mich. 

Mr. M. W. Cresap, president, Westinghouse Electric Corp., 3 Gateway Center, 
Pittsburgh, Pa. 

Mr. J. F. Gordon, president, General Motors Corp., 3044 West Grand Boulevard, 
Detroit, Mich. 

APPENDIX XVI 


(Referred to on p. 285) 


REPORTING OF RESEARCH AND DEVELOPMENT DATA TO THE DEPARTMENT OF DEFENSE 
BY CONTRACTORS 


(Information subsequently supplied by the Department of the Air Force and 
submitted to the Senate Small Business Committee by G. C. Bannerman, 
Director for Procurement Policy, Department of Defense) 


The terms of research and development contracts state what data is required 
and when it must be delivered. Such contracts usually provide that monthly 
progress reports will be furnished. At the time the contract is made, a project 
officer with scientific and technical competence in the field involved is assigned 
to each contract. It is his responsibility to work with the contractor and review 
the periodic reports to make certain that the data to be furnished complies 
strictly with the contract terms. To be specific about when data is delivered 
would require knowledge of the terms’of a particular contract, but, in general, 
the data, as a completed entity, is furnished upon completion of a research and 
development contract; however, the periodic reports may contain data in various 
stages of completeness, depending upon the requirements of the particular con- 
tract. In addition to the project officer whose responsibility is scientific and 
technical, there is an administrative contracting officer who handles the normal 
operational aspects of a contract. Air Force Procurement Instruction 9—202.1(4) 
(B) and (C) provides: 

“(B) Contracts which require delivery of data, regardless of whether a 
specific price is quoted therefor, and regardless of whether the contract stipulates 
‘No charge for data’ or ‘Data price included in the costs of end item(s),’ will not 
be deemed to be fulfilled until delivery and acceptance of the data. 

“(C) Under any contract which requires the delivery of data, the accounting 
and finance office will be advised by the contracting officer to withold final 
payment until DD Form 250, ‘Materiel Inspection and Receiving Report (Do- 
mestic),’ is obtained through regular channels indicating that data has been 
delivered and accepted.” 


x 








